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Dear Shareholder: 2004 marked a turning point for Global Power
Equipment Group in a number of ways.

Although our financial performance was lower than we
hoped for, we took some significant steps to ensure greater
success in the years ahead. On the operating side, we closed
two high-cost manufacturing facilities that largely served the
domestic market—one in the U.S. and one in Mexico. We
trimmed our operating and administrative functions that
supported these facilities and recorded re-structuring costs
associated with these actions. While these operations were
important to our supply chain a few years ago, the shift in
our business to markets outside of North America demanded
that we adjust our capacity to remain a low-cost supplier.

To offset this loss in capacity, at mid-year we acquired a 90
percent interest in Nanjing Boiler Works in Jiangsu Province,
China; now known as Deltak Power Equipment {China) Ltd.
This nearly new, extremely low-cost fabrication facility signif-
icantly enhances our ability to service our growing customer
base in Asia and further improve our competitive position.

To both diversify and expand our offerings, during
late-2004 we entered into a definitive purchase agreement to
acquire a Georgia-based service business. The acquisition of
Williams Industrial Service Group LLC extends the depth
and breadth of our position in U.S. power markets beyond
gas turbine technology and provides an entrée into coal,
nuclear, hydro and other fossil-based technologies. We com-
pleted the Williams transaction in April of this year.

I believe these strategic acquisitions, as well as the
actions we’ve taken over the past several years to reduce our
overhead and operating costs, places our Company in a unique
position to realize significant growth in the years ahead.

Strengthening our Company in a down-cycle takes
more than a few good ideas: it takes experience. Decades in
the business have taught us that experience matters. Qur
seasoned management and operating teams have weathered
market cycles before and we understand how to manage

through the cycles. Our success hinges on how we support
our customers, and how we work with our raw material sup-
pliers and our international manufacturing partners to
enhance our competitive position.

Experience also makes a difference when sizing an
organization during a market downturn. We know that our
employees are our key assets. We believe our engineering staff,
our project managers, our sourcing and administrative per-
sonnel, and every employee on every shop floor around the
globe, plays a critical role in our Company’s success. Every
Global Power Equipment Group employee is committed to
producing value for our customers and our shareholders.

2004 was a difficult year and apparently marked the
bottom of the cycle for our industry. Lower revenues
because of the industry downturn, as well as sharply higher
steel costs, impacted our financial results. Put simply, it
requires experience to manage a business in tough times:
2004 was indeed a challenge. As we enter 2005, our firm
backlog is up sharply and our financial prospects appear
much better. I would like to thank everyone that contributed
to our accomplishments during 2004. I also want to express
our gratitude to you, our shareholders, for your continued
support as we look to more prosperous
results in the years ahead.

Larry D. Edwards !
Chairman and Chief Executive Officer
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MANAGING

“As expected, international market activity
picked-up significantly during the second
half of 2004 and our new bookings rose
sharply. We continue to see a growing base
of inquiries from international customers.”

Gene Schockemoehl, President
Braden Manufacturing, L.L.C.

Segment 1: Auxiliary Power Equipment

Global Power Equipment Group’s Auxiliary Power Equipment segment
includes a variety of products and services critical to the operation
of gas turbine power plants. These products are marketed under the
Braden and Consolidated Fabricators brand names. Key products
inciude: Filter Houses, Inlet Systems, Gas and Steam Turbine
Enclosures, Exhaust Systems and Diverter Dampers.
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“We're taking every possible step to force our
controllable costs to the lowest possible level
to be in the driver’s seat for projects we intend
to win. This entails a constant review of our
personnel, processes and systems.”

Al Brousseau, President and Chief Operating Officer
Global Power Equipment Group Inc.
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In July 2004, Global Power Equipment Group purchased a 90
percent interest in Nanjing Boiler Works for $10.9 million and
renamed the enterprise Deltak Power Equipment (China) Co., Ltd.
This acquisition provides a state-of-the-art manufacturing facility
that is strategically located in the country with the greatest
growth potential for new power plants.

are\foot fabrication shop in Naru»
erator are bemg asseﬂlbled"‘"

“Deltak Power Equipment (China) allows us to further capitalize on
the excellent opportunities in Asia. We are fabricating heat recovery
equipment for customers inside China as well as for export. For years
to come, this facility will help us support our customers in Asia on a
real-time basis with competitive, high-quality products.”

Monte Ness, President
Deltak, L.L.C.

Segment 2: Heat Recovery Equipment

Global Power Equipment Group’s Heat Recovery Equipment segment is a leader
in the production of HRSGs and specialty boilers. Products in this segment are
marketed under the Deltak brand name. Key products include: Heat Recovery
Steam Generators, Specialty Boilers and Related Products and Industrial Boilers.
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“With 80% of our revenue in the power industry, we want
to leverage our customer base with that of other Global
Power units to create growth opportunities where it
makes sense. Williams Industrial brings a highly-scalable
service component that we plan to grow rapidly.”

Dan Daniels, President
Williams Industrial Services Group, L.L.C.

Introducing a new powerful segment to
Global Power Equipment Group...

Segment 3: Industrial Services

Global Power Equipment Group's Industrial Services Segment provides
essential routine maintenance and modification services to the power
generation and process industry sectors. These services, marketed
under the Williams Industrial Services Group brand name, are essential
to ensure efficient operations at nuclear, fossil, and hydro power
plants, as well as firms engaged in pulp and paper production, as
well as other firms in the process industry.

Key services include:
Routine Maintenance: electrical, mechanical, civil, welding, painting,
scaffolding, shutdowns, turnarounds and outages

Specialty Services: decontamination, abatement, fire protection, restoration
of roofing systems, protective coatings and liners, insulation, rigging and
enclosures, assessment surveys, installation of dry cask storage systems
at nuclear plants, boiler tube repair, and security modifications

Support Services: staff and craft augmentation services, background
investigations, grounds maintenance and janitorial/custodial services
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PARTI
{TEM 1. BUSINESS

Forward-Looking Statements
In addition to historical information, our Annual Report on Form 10-K includes certain “forward-looking statements.” Forward
-looking statements represent our beliefs regarding future events, many of which, by their nature, are inherently uncertain and
outside of our control. These forward-looking statements include, in particular, statements about our plans, strategies and
prospects. When used in this report, the words “expect,” “may,” “intend,” “plan,” “anticipate,” “believe,” “seek” and similar
expressions, as well as statements regarding our focus for the future, are forwarddooking statements. Although we believe
that our plans, intentions and expectations reflected in or suggested by these forward-looking statements are reasonable,
these forward-looking statements rely on assumptions and are subject to risks and uncertainties that may cause our actual
results to vary from our expected results.

Important factors that could cause actual results to differ materially from the forward-looking statements we make
in our Form 10K are set forth in “ltem 1. Business,” and “ltem 7. Management's Discussion and Analysis of Financial Condition
and Results of Operations” of our Form 10-K. These forward-looking statements involve risks and uncertainties, including those
discussed under “Risk Factors” included in ltem 1. All forward-looking statements aftributable to us, or persons acting on our
behalf, are expressly qualified in their entirety by the cautionary statements found in the sections mentioned above. Accordingly,
undue reliance should not be placed on these forward-looking statements, which speak only as of the date of our Annual
Report on Form 10-K. We undertake no obligation to update or revise our forward-locking statements.

Overview
Global Power Equipment Group Inc. (referred to herein as “we,” “us,” “our,” “GPEG" and the “Company”) is a global designer,
engineer and fabricator of a comprehensive portfolio of equipment for gas turbine power plants and power-related equipment
for industrial operations, with over 30 years of power generation industry experience. We believe that we are a leader in our
industry, offering one of the broadest ranges of gas turbine power plant and other power-related equipment in the world.
Management believes the Company holds the number one or number two market position by sales in a majority of its product
lines. Our equipment is installed in power plants and in industrial operations in more than 40 countries on six continents. We
believe that we have one of the largest installed bases of equipment for power generation in the world. In addition, we provide
our customers with value-added services including engineering, retrofit and upgrade, and maintenance and repair.

We sell our products to the gas turbine power generation market. Our products are critical to the efficient operation of
gas turbine power plants and are highly engineered to meet customer-specific requirements. Our products include:

o heat recovery steam generators; o exhaust systems;
o filter houses; o diverter dampers;
o inlet systems; o specialty boilers and related products; and

o gas turbine, steam turbine, and generator enclosures; ¢ industrial boilers.

We market and sell our products globally under the Deftak, Braden and Consolidated Fabricators brand names through
our worldwide sales network.

We fabricate our equipment through a combination of in-house manufacturing at our own factories in the United States,
Mexico and China and through extensive outsourcing relationships around the world. Our network of high-quality international
manufacturing partners, located in nearly 20 countries, allows us to manufacture equipment for power plant projects and
power-related equipment worldwide at competitive prices. Our international manufacturing partners enable us to meet increas-
ing demand without being restricted by internal manufacturing capacity limitations, thus minimizing our capital expenditure
requirements. Our own facilities coupled with these external manufacturing subcontractors also allow us to meet our
customers’ global sourcing initiatives and provide localized supply sources. This structure enables us to maintain relatively low
fixed costs, which provides a significant benefit during times of decreased demand and to rapidly increase manufacturing
capacity in periods of increasing demand.

We believe our proprietary design and engineering capabilities differentiate us from our competitors. By providing
high-quality products on a timely basis and offering a broad range of equipment for gas turbine power plants from a single
company, we have forged longstanding relationships with the leading power industry participants, including General Electric,
Mitsubishi Heavy Industries, Siemens-Westinghouse and power generating companies within the United States and abroad.
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2004 Developments

During 2004, approximately 82 percent of our revenues were from sales of equipment and services for gas turbine power
plants. The remaining 18 percent of our revenues were derived from the sale of industrial boilers in China and specialty boiler
systems for co-generation applications and for process industries. Approximately 40 percent of our revenues in 2004 were
from sales in North America.

Beginning in late 2001 and continuing through 2004, the health of the U.S. merchant electrical generation industry
deteriorated significantly as falling power prices, coupled with sharply higher natural gas costs and reduced access to capital
gave rise to postponements and cancellations of planned new power generation capacity inside the United States. The cancel-
lation of new electrical generation projects inside the United States during 2002 and 2003 affected our order bookings during
2003 and into early 2004, which had a negative impact on our revenue and earnings during 2004. At the time we receive an
order representing a commitment from a customer (a “booking”), that order is added to our backlog. During the second half
of 2004, demand from international markets improved significantly boosting our 2004 bookings to $365.4 million, compared
to approximately $167.2 million in 2003 and $305.1 million in 2002. Because of the improved demand from international
customers, our firm backlog at the end of December 2004 stood at $308.9 million, compared to $178.5 million at the end of
2003. International orders in our firm backlog at the end of 2004 represented approximately 70 percent of the total compared
to 56 percent at the end of 2003 and 25 percent at end of 2002.

A number of factors contributed to the improved market activity during 2004 including continued strong economic
growth across Asia, particularly in China where electricity shortages are prevalent. As a result of the widespread shortage of
electricity, the Chinese Government has taken deliberate steps to increase the supply of electricity, much of which is based
upon natural gas. The commissioning of a new natural gas pipeline across China during late 2004, the first of its kind in that
country, is contributing to a growing demand for natural gas-fired power plants. In addition to China, demand for new power
generation produced significant orders for the Company during 2004 from the Middle East, including Irag, and from regions
around the globe including Europe and North America.

In addition to restructuring charges discussed in Item 7 of our Form 10K, rapidly rising costs for steel during 2004
impacted our gross margin and significantly reduced our profitability. We purchase a significant quantity of steel in varying
grades, shapes and form required to manufacture our products. On average, steel is the single largest input cost and as a
result, if we are unable to pass through higher than expected costs in the period between developing a proposal and
purchasing the steel upon receiving an award, our profitability can be sharply reduced. Such was the case during 2004 when
prices for all grades of steel, particularly stainless steel, rose much faster than we or others anticipated. The benchmark price
for hot rolled flat plate steel, which we use in a variety of our products, as published by MEPS International, more than doubled
from the end of 2003 to the end of 2004, rising from $367 per metric ton in December 2003 to $750 per metric ton in
December 2004. During the course of the year, neither we nor our customers, fully contemplated such sharp increases for this
vital input. As a consequence, we were not able to fully recoup the increased costs for steel and ultimately, our gross product
margins declined sharply.

Since no futures market exists for steel, it is difficult to implement forward hedging programs to purchase steel that we
may require on any given project on which we bid. Additionally, given the competitive nature of the bidding process, we have
chosen not to speculate on steel prices by placing large quantities of steel into inventory in anticipation that we may win any
particular award. During the later part of 2004, we implemented various programs to minimize the impact of rising steel costs,
including working more closely with our suppliers, our manufacturing partners and our customers. We are evaluating other
steps to minimize the impact of rising steel costs. As an example, we have shortened the time between proposal and order
acceptance on projects that we pursue. At the beginning of 2005, we remain vulnerable to rising steel costs and believe our
gross margins will remain lower than our average rate for the last several years. If and when steel prices stabilize and then
decline, we believe the pressure on our gross margin will subside. However, given the volume of lower margin jobs that were
booked into our backlog during late 2004, we believe it could take several quarters for our profitablity to improve given the
impact of higher than expected steel costs and the related competitive market conditions.

On November 23, 2004, we entered into a Purchase Agreement with Williams Group International LLC, a Georgia
limited liability company, to purchase all of the outstanding limited liability company interests of three Georgia limited
liability companies, which we refer to collectively as Williams Industrial Services Group, or “WISG.” Founded in 1958, Williams
Industrial Services Group provides routine and specialty maintenance services to firms engaged in power generation, pulp and
paper manufacturing and to government agencies, primarily the Department of Energy. Approximately 80% of WISG's annual
revenue is derived from services provided to firms in power generation and includes work at nuclear power plants, coalfired
power plants and other fossil fuel plants as well as hydro-based generating facilities.

The purchase price will consist of an “Equity Purchase Price” payable at closing and a “Deferred Purchase Price.” The
Equity Purchase Price is $65.0 million, subject to certain customary adjustments. The Deferred Purchase Price will range from
zero to $0.9 million and will be payable by us in cash in 2006. The Deferred Purchase Price is contingent on the attainment by
WISG of certain gross profit targets for 2005.
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On November 23, 2004, we completed a private placement of 4.25% convertible senior subordinated notes in the
aggregate principal amount of $69.0 million due 2011. We intend to use the net proceeds of the offering, together with bor-
rowings under our credit facility and cash on hand, to fund the purchase of WISG described above. The convertible notes bear
interest at a rate of 4.25% per year, payable semi-annually on May 23 and November 23 of each year, beginning on May 23,
2005. The convertible notes are convertible into shares of our common stock at an initial conversion price of $10.61 per
share of common stock, which is equal to approximately 122% of the volume weighted average price of our common stock on
November 22, 2004. The conversion price is subject to adjustment under certain circumstances.

The WISG Purchase Agreement is subject to customary closing conditions. We expect to close the acquisition in April of
2005. We are required to escrow $7.65 million of the net proceeds from the sale of the convertible notes, for future interest
payments for the benefit of the convertible noteholders if the closing does not occur by April 30, 2005. If the acquisition is not
consummated by June 30, 2005, we will be required to pay certain outstanding loans under our senior credit agreement with
the net proceeds from the sale of the convertible notes.

Upon the occurrence of an “Event of Default,” or a “Change of Control,” the noteholders may require us to redeem all or
any portion of the convertible notes. A “Triggering Event” will be deemed to occur if we incur any indebtedness in addition to
“Permitted Indebtedness,” and at the time of such incurrence, our trailing 12 months “Consolidated EBITDA” does not equal or
exceed $30.0 million or, as a result of the incurrence, our “Consolidated Leverage Ratio” exceeds 4.75 to 1.0. Within 30 days
of the occurrence of a Triggering Event, we will be required to offer to redeem all or any portion of the convertible notes then
outstanding at a redemption price equal to the principal balance of the notes plus all accrued and unpaid interest. If at any time
prior to the incurrence of a Triggering Event, the weighted average price of our common stock equals or exceeds 150% of the
conversion price then in effect for a period of 15 out of 30 consecutive trading days, the restrictions on “Permitted
Indebtedness” will be removed. We may redeem all or any portion of the convertible notes, at our option, at any time on or
after November 23, 2007 if the weighted average price of our common stock exceeds 165% of the conversion price then in
effect for a period of 20 out of 30 consecutive trading days. At any time beginning on May 23, 2005 and continuing until
August 2, 2005, the noteholders may, at their option, require us to redeem up to $9.0 million of the convertible notes.
Beginning on November 23, 2009, the noteholders may, at their option, require us to redeem all or any portion of the convert-
ible notes. In such event, we may elect, at our option and subject to certain conditions, to pay up to 50% of the redemption
price in shares of our common stock valued at 94% of the weighted average price of the common stock for the 20-day trading
period immediately preceding the redemption date.

Supply and Demand Trends

United States. According to the Energy Information Administration (EIA), an arm of the U.S. Department of Energy, an estimated
41 gigawatts of new generation capacity was added in the United States during 2004, down approximately 9 percent from
the 45 gigawatts of new capacity that was added during 2003. The EIA expects new gas turbine combined-cycle generation
capacity additions in the United States will average approximately five gigawatts of capacity over the next two years and
thereafter grow only marginally in the following decade, at which time the EIA estimates that retirements of older generation
capacity will significantly outpace planned additions. Given the extended lead-times required for developing new electrical
power generation capacity for a particular market, our bookings and revenues can rise or fall sharply prior to the actual
commissioning of new capacity. Limited development, deferral of planned projects and unexpected cancellations may reduce
the potential recognition of revenues and profits. In market economies such as the United States, the lags between price
signals and the construction of new power plants can cause boom-and-bust cycles for the suppliers of equipment for power
generation. Given this situation, our revenues will not necessarily correlate precisely with changes in reported actual or
forecasted new capacity. A copy of the EIA’s latest assessment of electrical generation supply and demand trends for the
United States can be found on the Department of Energy's website at http://www.ela.doe.gov/oiaf/aeo/index.html.

International Markets. According to the International Energy Agency (IEA), in its World Energy Investment Outlook 2003,
approximately S$10 trillion will be required over the next three decades to expand and upgrade the global electricity sector.
This estimated level of spending is approximately three times the level of spending in real terms than was invested in the
electricity sector in the prior thirty years. Approximately one-half, or $5 trillion, will be spent in developing countries, two-thirds,
or approximately $3 trillion, of which in developing Asia alone. The IEA estimates that the greatest investment in new generat-
ing and transmission capacity will be made in China and will approach $2 trillion.

In its World Energy Outlook 2004 study, the IEA estimates nearly 3,600 gigawatts of new generating capacity will be
added by 2030, or an average of approximately 128 gigawatts per year. Aimost half of the annual addition is expected to be
based upon natural gas. The IEA estimates that 4,700 gigawatts of new generation capacity will be required worldwide by
2030 and the importance of natural gas-based generating plants will rise from 24 percent in 2002 to 35 percent by 2030.
Most of this new gas turbine capacity will employ combined-cycle technology. The IEA's latest assessment of worldwide
generation supply and demand trends, along with the expected capacity additions through 2030 can be found on the Internet

at www.iea.org.
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Our Strategy

Given the EIA's assessment of supply and demand trends, and the existing merchant industry conditions inside the United
States, we believe the market opportunities inside the United States for us over the next several years will remain subdued.

In view of this outlook, as well as the IEA’'s outlook for international supply and demand, we will take a number of initiatives to
maximize shareholder value and enhance our market position as a supplier and service provider in the global power generation
industry. We will;

» Leverage our presence and experience in international power markets. We have a successful record of selling our
products to customers in over 40 countries during the past two decades. Through our large international network of
manufacturing relationships and direct sales channels, we are uniquely positioned to undertake power generation
projects throughout the world.

Recognizing the market opportunities for gas turbine generating capacity additions globally, we continued to expand
our presence in a number of regions outside of the United States during 2004, particularly in China. During the
second half of 2004, we booked a significant volume of business in a number of international markets, which resulted
in a higher firm backlog at the end of 2004 than a year earlier. In July 2004, we purchased 90 percent of Nanjing
Boiler Works, a strategic step to further expand our manufacturing capacity inside China to capitalize on the robust
outlook for the construction of new power generating capacity in that country in the years ahead. Starting in January
2006, we may purchase the remaining 10% interest in Nanjing Boiler Works at our sole discretion. In addition to our
Nanjing, China manufacturing plant, we continue to maintain strong manufacturing partnerships in nearly 20 countries
outside of the United States, including four within China. This global supply capability, in close proximity to key
markets, where we can supply our fullrange of products and provide customer support, allows us to serve our multi-
national customers' needs in a timely and efficient manner and are critical prerequisites for obtaining project awards.

* [everage our design and engineering capabilities to expand our product lines. We intend to expand our product lines
to capture a larger share of our customers’ equipment purchases. Through our design and engineering capabilities
and experience in gas turbine technology, we have developed a number of complementary product lines, including
inlet cooling systems, pulse filters, air filter elements and diverter dampers. Throughout our history, we have success-
fully introduced new end-use applications for our underlying technologies, including products for the process, marine,
pulp and paper and pharmaceutical industries. We are actively pursuing potential opportunities in new gas turbine
applications, including integrated gasification combined-cycle processes that employ coal as the fuel source into a
gas turbine.

* Position the Company to be the preferred supplier in the U.S. market for the long-term. Our design and engineering
expertise positions us to bid on and execute virtually any major gas turbine power plant project, as well as specific
applications incorporating our specialty boilers, which are frequently installed for co-generation projects. Since 2001,
the downturn in U.S. power generation markets has negatively impacted several of our competitors to the point where
some have been forced to exit the market or are, in our opinion, less viable going forward. Our low-cost sourcing and
manufacturing capability enhances our competitive market position and enables us to participate in virtually every
location where new power projects will be added.

e Pursue strategic acquisitions. The acquisition of a company in the power plant maintenance business has been an
integral part of the Company's strategy to strengthen and diversify the Company. In November 2004, we announced
a definitive agreement to purchase WISG, an enterprise that principally performs routine and specialty services to
firms engaged in power generation. We expect to close the WISG transaction in early April 2005. We will continue to
evaluate select acquisitions, which could increase our market share in existing product lines, further increase our
overall product and service offerings, penetrate difficult markets more easily or expand our geographic reach. The
power generation equipment industry is highly fragmented, comprised largely of small companies or corporate
divisions with relatively limited product lines. The fragmented nature of the industry provides us with numerous
acquisition opportunities.




Gas Turbine Technology. Gas turbine power plants are well positioned to benefit from the need for new or more efficient

power generation infrastructure. The advantages of power generation plants utilizing gas turbine technologies versus other

technologies include:

o lower construction costs;
shorter construction periods;
improved operating efficiency;
lower environmental impact;
ability to expand plant capacity; and
rapid start-up and shutdown time.

® 0 0 o0 o©

Gas turbine power plants can have either a simple-cycle or combined-cycle configuration, both of which utilize a gas

turbine and a generator to produce electricity. A simple-cycle gas turbine plant incorporates many of the products we
manufacture, including filter houses, inlet and exhaust systems and turbine enclosures. A simple-cycle plant converts

approximately 33% of the fuel's energy content into electricity. A combined-cycle plant has the same components as a simple-
cycle plant, with the addition of a heat recovery steam generator, or HRSG. In a combined-cycle plant, the hot exhaust from
the gas turbine is routed through the HRSG where steam is generated which is used to power a steam turbine and produce
more electricity. Like the simple-cycle plant, the combined-cycle plant also incorporates many of the products that we manufac-
ture. A combined-cycle power plant converts up to 58% or more of the fuel's energy content into electricity. As a result of the
general availability of natural gas supplies, lower capital costs, environmental factors and increased efficiency, the EIA projects
that gas-fired technology will outpace all other competing technologies through 2030. As a leading provider of equipment for
simple- and combined-cycle power plants, we are well positioned to benefit from these trends.

Products and Services

We conduct our business through two operating segments: our Heat Recovery Equipment segment and our Auxiliary Power
Equipment segment. We offer a broad range of products and services that are integral parts of gas turbine power plants as
well as power-related equipment for industrial operations. We also provide advanced engineering, retrofit and upgrade,
maintenance and repair services to the power generation industry. For more information regarding our revenues, profitability
and total assets by segment, see Note 11 to our consolidated financial statements included in “Item 8. Financial Statements
and Supplementary Data” of our Form 10K.

Heat Recovery Equipment Segment. Our Heat Recovery Equipment segment is a leader in the productlon of HRSGs and
specialty boilers. Our products in this segment are marketed under the Deltak brand name.

-]

Heat Recovery Steam Generators. An HRSG is a boiler that creates steam in a combined-cycle power plant using

the hot exhaust emitted by a gas turbine. This steam generates additional electricity by driving a steam turbine in a
combined-cycle power plant. Each HRSG is custom designed and engineered to meet the specifications of the
customer, taking into account the type of gas turbine and environmental locale. We design and manufacture HRSGs
for all size applications for both new combined-cycle and retrofitted simple-cycle power plants. We believe we are the
overall market leader with the largest installed base of gas turbine HRSGs in the world.

Specialty Boilers and Related Products. Specialty boilers are a highly customized class of equipment that capture
waste heat and convert it into steam. We produce specialty boilers used in process heat recovery and incineration
systems, small power generation systems and marine co-generation systems. Our specialty boilers, which require
creative engineering solutions, are used in a wide range of markets, including oil and gas, pulp and paper, chemicals,
petrochemical, marine and food industries. We have an installed base of more than 600 specialty boilers in over 30
countries. In addition, we design and manufacture catalytic recovery systems for gas turbine exhaust systems, which
reduce emissions. .

Industrial Boilers. Designed and manufactured by Deltak Power Equipment (China) Co., Ltd. (formerly Nanjing Boiler

Works), industrial boilers are boilers that produce steam or heat utilizing coal or other types of fossil fuels. The
primary uses of these boilers are heating or producing steam for industrial commercial usage.
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Auxiliary Power Equipment Segment. Our Auxiliary Power Equipment segment includes a variety of products and services
critical to the operation of gas turbine power plants. These products are marketed under the Braden and Consolidated
Fabricators brand names.

* filter Houses. A filter house cleans debris, dirt and other contaminants from the air that enters the turbine, using
either a barrier filter or a pulse filter. Barrier filters use a series of filter elements contained in a large filter house to
remove airborne contaminants. Pulse filters are self-cleaning filters that use a blast of air to expel dirt or ice from the
filter element. In addition, a filter house may include evaporative coolers, chiller coils, fog cooling systems, antiicing
systems and a broad range of other equipment that treats the air that is pulled through the turbine.

* inlet Systems. Inlet systems are large air intake ducts that connect the filter house to the gas turbine and provide
silencing for the noise emanating from the gas turbine through the inlet. The major components of an inlet system are
inlet silencers, expansion joints and iniet ductwork.

¢ Qas and Steam Turbine Enclosures. Gas and steam turbine enclosures protect the turbines from the environment. In
addition, they provide acoustical treatment to reduce the noise produced by gas and steam turbines. Fire suppression
systems are also an integral feature of most enclosures.

 Exhaust Systems. Exhaust systems direct the hot exhaust from the turbine to the atmosphere. The main components
of an exhaust system are exhaust ductwork, acoustic silencing equipment and the stack. Exhaust systems are highly
engineered and very complex due to the severe turbulence and heat exposure that they must endure.

» Diverter Dampers. Diverter dampers divert the hot exhaust from the gas turbine into a HRSG when the power plant is
operated as a combined-cycle facility or into the exhaust stack in the case of simple-cycle operation. We also design
and manufacture various other types of dampers.

Backiog

The time frame between receipt of an order and actual completion or delivery of our products can stretch from a few weeks
to a year or more. At the time we receive an order representing a commitment from a customer (a “booking”), that order is
added to our backlog. Our backlog consists of firm orders from our customers. Backlog may vary significantly quarter to
quarter due to the timing of customer commitments. Our backlog at the end of 2004 totaled $308.9 milfion as compared
to $178.5 million at the end of 2003.

Sales and Marketing

We have an extensive sales network consisting of employees and independent representatives worldwide. We have sales
offices in Brazil, China, Egypt, the Netherlands, Singapore, South Korea and the United States. Our international sales force
travels extensively and allows us to assess local market conditions, utilize local contacts and respond quickly to our
customers' needs. We focus our sales and marketing efforts on end users of our products, including the developers and
operators of gas turbine power plants, and on gas turbine original equipment manufacturers (OEM), which may order our
products directly or specify the use of our products.

Customers

Customers for both our Heat Recovery Equipment segment and our Auxiliary Power Equipment segment include OEMs,
engineering and construction firms, operators of power generation facilities and firms engaged across several process related
industries. The end users of most of our products are developers and operators of gas turbine power plants. Our top ten
customers vary from year to year due to the relative size and duration of our projects. The Company has certain customers
that represent more than 10 percent of consolidated revenues. The revenues generated from our three most significant
customers as a percentage of the consolidated revenues for 2004, 2003 and 2002 are as follows:

Revenues
2004 2003 2002
General Electric 32% 32% 35%
The Southern Company 3% 7% 14%
ExxonMobil 3% 10% 1%

For information with respect to our sales by geographic regions, see Note 11 to the consolidated financial statements included
in “Iltem 8. Financial Statements and Supplementary Data" of our Form 10K,
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Engineering and Design Capabilities

Our business is driven by design and engineering expertise, an area in which we believe we are an industry leader. Our
products are custom-designed and engineered to meet the precise specifications of our customers and may require a
significant number of engineering hours to design. As of December 31, 2004, we employed 156 degreed engineers
specialized in thermal, structural, electrical, mechanical, acoustical, industrial and chemical engineering. Our engineers utilize
an extensive PC-based network and engineering programs such as AutoCad™, ANSYS™, StruCAD™ and several internally devel-
oped proprietary programs. Our proprietary programs enable us to use design elements from previous projects thereby
increasing our engineering efficiency on subsequent projects.

Manufacturing and Outsourcing
Our products are fabricated utilizing a combination of in-house manufacturing and subcontractors. Most of our subcontracting
work is performed outside the United States which provides a lower-cost basis for finished goods. Our extensive use of out-
sourcing relationships provides us the following benefits:

< flexibility to rapidly expand or contract our manufacturing capacity which limits our capital expenditure requirements

and fixed expenses;
© ability to manufacture in low cost countries, thereby reducing the overall cost of our products; and
o ability to satisfy local content requirements.

In 2004, subcontractors accounted for approximately 70% of our manufacturing costs. Our subcontractors manufacture
products on a fixed-price basis for each project. Typically, our subcontractors agree not to manufacture competing products.
We provide on-site technical advisors at our subcontracted facilities to ensure high levels of guality and workmanship. We are
constantly pursuing new international subcontractor relationships to enhance our ability to manufacture equipment at the
lowest cost while maintaining high-quality standards and ontime delivery.

While a majority of our manufacturing is outsourced, we maintain significant in-house capabilities. Our in-house
manufacturing capability allows us to internally develop production methods, train personnel and subcontractors, protect
highly sensitive designs and fabricate products whose complexity may preclude their production by subcontractors.

Segment Financial Data and Sales by Geographic Region
See Note 11 to the consolidated financial statements, included in “ltem 8. Financial Statements and Supplementary Data” of
our Form 10K, for detailed financial information regarding each business segment and our sales by geographic region.

Raw Materials and Suppliers

The principal raw materials for our products are stainless steel sheet products, carbon steel plate and structural shapes,
insulation and finned tubing. We obtain these products from a number of domestic and foreign suppliers. The market for most
of the raw materials we use is comprised of numerous participants, and we believe that we can obtain each of the raw
materials we require from more than one supplier. While our ability to obtain steel has not diminished, steel prices increased
significantly in 2004 causing our gross margins to decrease.

Competition

We compete with a large number of U.S. and international companies along all of our major product lines. We compete based
on the price, quality, reliability and reputation of our products. We believe that no single competitor offers our breadth of
products to the gas turbine power generation industry.

Employees

As of December 31, 2004, we had 1,805 employees. Other than 4 of our remaining permanent manufacturing employees
located in Tulsa, Oklahoma and 149 permanent production employees at our facility in Mexico, none of our employees are
represented by unions. However, from time-to-time, we hire union employees on a temporary basis. We believe our employee
relations are satisfactory.



Intellectual Property

We depend upon a combination of patents, trademarks and nondisclosure and confidentiality agreements with our employees,
subcontractors, customers and others, as well as various security measures to protect our proprietary rights. Designs and
processes are developed for specific projects and are charged directly to such projects. Due to the unique nature of each
project, we typically create new designs specifically for each project. Also, our customers are contractually obligated to treat
these designs as confidential and proprietary. We believe that intellectual property protection is less important than our ability
to continue to develop new design applications that meet the demands of our customers. As a result, we do not believe that
any single patent or trademark is material to our business.

We typically enter into non-disclosure and confidentiality agreements with our empioyees and subcontractors with
access to sensitive design software and technology. However, this protection does not preclude others from creating
programs which perform the same function. In addition, our agreements may be breached and we may not have adequate
remedies for any breach.

Environmental Matters

Our operations are subject to laws and regulations governing the discharge of materials into the environment or otherwise
relating to the protection of the environment or human health. These laws include U.S. federal statutes such as the Resource
Conservation and Recovery Act of 1976, the Comprehensive Environment Response, Compensation, and Liability Act of 1980,
or CERCLA, the Clean Water Act and the Clean Air Act, and the regulations implementing them, as well as similar laws and
regulations at the state and local levels and in other countries in which we operate.

Any failure to comply with environmental laws or regulations could subject us to significant liabilities for fines, penalties
or damages, or result in the denial or loss of significant operating permits. In addition, some environmental laws, including
CERCLA, impose liability for the costs of investigating and remediating releases of hazardous substances without regard to
fault and on a joint and several basis, so that in some circumstances we may be liable for costs attributable to hazardous
substances released into the environment by others.

Our manufacturing facilities use and produce wastes containing various substances classified as hazardous or other-
wise regulated under environment laws and regulations, and are subject to ongoing compliance costs and capital expenditure
requirements. We believe we are in compliance with applicable environmental laws and regulations and that the costs of
compliance are not material to us. However, any newly discovered environmental conditions could result in unanticipated
expenses or liabilities that could be material. Moreover, the environmental laws and regulations to which we are subject are
constantly changing, and it is impossible to predict the effect of these changes on us. We cannot give any assurances that
our operations will comply with future laws and regulations or that these laws and regulations will not significantly adversely
affect us.

Available Information

Our Internet address is www.globalpower.com. We make available, free of charge through our website, our annual report on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to those reports filed or furnished
pursuant to Section 13(a) or 15(d} of the Securities Exchange Act of 1934, as amended, as soon as reasonably practicable
after such documents are electronically filed with, or furnished to, the SEC.

Risk Factors

Our business, financial condition and results of operations may be impacted by a number of factors, including, but not limited
to, the following, any of which could cause actual results to vary materially from historical and current results or anticipated
future results.

Substantially all of our revenues are from sales of equipment for gas turbine power plants. During periods of declining construc-
tion of new gas turbine power plants, the market for our products is significantly diminished. The demand for our products and
services depends on the continued construction of gas turbine power generation plants. In 2004, approximately 82% of our
revenues were from sales of equipment and provision of services for gas turbine power plants. The power generation equip-
ment industry has experienced cyclical periods of slow growth or decline. In periods of decreased demand for new gas turbine
power plants, our customers may be more likely to decrease expenditures on the types of products and systems that we sup-
ply and, as a result, our future revenues may decrease. In addition, the gas turbine power industry depends on natural gas. A
rise in the price or a shortage in the supply of natural gas could affect the profitability or operations of gas turbine power
plants, which could adversely affect our future revenues.




Environmental laws and regulations have played a part in the increased use of gas turbine technology in various
jurisdictions. These laws and regulations may change or other jurisdictions may not adopt similar laws and regulations.
Changes in existing laws and regulations could result in a reduction in the building and refurbishment of gas turbine power
plants. In addition, stricter environmental regulation could result in our customers seeking new ways of generating electricity
that do not require the use of our products. Furthermore, although gas turbine power plants have lower emissions than coal
fired power plants, emissions from gas turbine power plants remain a concern and attempts to reduce or regulate emissions
could increase the cost of gas turbine power plants and result in our customers’ switching to alternative sources of power.

Other current power technologies, improvements to these technologies and new alternative power technologies that
compete or may compete in the future with gas turbine power plants could affect our sales and profitability. Furthermore, in
2004, approximately 32% of our revenues were from sales of Heat Recovery Equipment used in combined-cycle power plants.
Any change in the power generation industry which results in a decline in the construction of new combined-cycle power plants
or a decline in the upgrading of existing simple-cycle power plants to combined-cycle power plants could materially adversely
affect our sales.

A small number of major customers account for a significant portion of our revenues, and the loss of any of these customers
could negatively impact our business. We depend on a relatively small number of customers for a significant portion of our
revenues. In fiscal year 2002, two customers accounted for approximately 49% of our consolidated revenues. In fiscal year
2003, two customers accounted for approximately 42% of our consolidated revenues and approximately 33% of our backlog
at the end of the year. In 2004, two customers accounted for approximately 39% of our consolidated revenues and approxi-
mately 45% of our backlog at the end of the year. As of December 31, 2004, five customers accounted for approximately
77% of our backlog. Other than their obligations under firm orders placed in our backlog, none of our customers have a long-
term contractual obligation to purchase any material amounts of products from us. All of our firm orders contain cancellation
provisions, which permit us to recover only our costs and a portion of our anticipated profit in the event a customer cancels its
order. If a customer elects to cancel, we may not realize the full amount of future revenues included in our backlog. We expect
to continue to depend upon a relatively small number of customers for a significant percentage of our revenues. Because our
major customers represent a large part of our business, the loss of any of our major customers could negatively impact our
business and results of operations. Several of our customers have the ability to produce some of our products in-house. Any
increase in this activity could reduce our sales.

if our costs exceed the estimates we use to set the fixed prices of our contracts, our earnings will be reduced. We enter into
nearly all of our contracts on a fixed-price basis. As a result, we benefit from cost savings, but have a limited ability to recover
any cost overruns. Contract prices are established based in part on our projected costs, which are subject to a number of
assumptions. The costs that we incur in connection with each contract can vary, sometimes substantially, from our original
projections. Because of the large scale and long duration of our contracts, unanticipated changes may occur, such as
customer budget decisions, design changes, delays in receiving permits and cost increases, which may delay delivery of our
products. In addition, we often are contractually subject to liquidated damages for late delivery.
Unanticipated cost increases or delays may occur as a result of several factors, including:

increases in the cost or shortages of components, materials or labor;

unanticipated technical problems;

required project modifications not initiated by the customer; and

suppliers’ or subcontractors’ failure to perform.

o o o0 o

Given the rapid economic growth in China and Southeast Asia, steel prices have increased sharply and may continue to
increase in the future. For example, carbon steel prices at the end of 2004 were 102% higher than the 2003 average. In
2004, our ability to recover these higher steel prices from our customers was limited, which had a significant, negative impact
on our gross margin. While we will continue to work with our suppliers and customers to reduce the impact of higher steel
prices on our gross margin, there can be no assurance that our gross margin will not continue to be adversely affected by
steel and other material prices. In fact, we believe that our 2005 gross margin will be lower than our average rate for the last
several years, and this trend may continue beyond 2005.

Cost increases or overruns that we cannot pass on to our customers or our payment of liquidated damages under our
contracts will lower our earnings.
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Competition could result in decreased sales or decreased prices for our products and services. We face and will continue to
face significant competition for the sale of our products and services. Competition could result in a reduction in the demand
for, or the prices that we can charge for, our products and services. Our success is dependent in large part on our ability to:
» anticipate or respond quickly to our customers’ needs and enhance and upgrade our existing products and services
to meet those needs;
* continue to price our products and services competitively and find low cost subcontractors that can produce quality
products; and
* develop new products and systems that are accepted by our customers and differentiated from our competitors'’
offerings.

Our competitors may:

¢ develop more desirable, efficient, environmentally friendly or less expensive products;

* be willing to accept lower prices to protect strategic marketing positions or increase market share;
be better able to take advantage of acquisition opportunities; or

¢ adapt more quickly to changes in customer requirements.

In recent months, as demand for our products and services has increased from historically low levels, some of our
competitors have shown a willingness to accept lower prices or extend progress payments to maintain their market position
and absorb their fixed costs. As a result of our competitors’ business practices, we may need to lower our prices, extend
progress payments and/or devote significant resources to marketing our products in order to remain competitive. Lower
prices and/or higher costs would reduce our revenues and our profitability. If due to competitive market conditions we elect to
extend progress payment schedules, our ability to finance work from operating sources may be affected, which would also
result in a reduction of operating cash flows.

If we are unable to control the quality or timely production of products manufactured for us by subcontractors, our reputation
could be adversely affected and we could lose customers. If we are unable to recover any advance progress payments made to
subcontractors, our profitability would be adversely affected. We rely on subcontractors to manufacture and assemble a
substantial portion of our products. in 2004, subcontractors accounted for approximately 70% of our manufacturing costs.
Although we have on-site supervision of our subcontractors to review and monitor their quality control systems, the quality and
timing of their production is not totally under our control. Our subcontractors may not always meet the level of quality control
and the delivery schedules required by our customers. The failure of our subcontractors to produce quality products in a timely
manner could adversely affect our reputation and result in the cancellation of orders for our products and the loss of customers.

In addition, we make advance progress payments to subcontractors in anticipation of their completion of our orders. We
may be unable to recover those advances in the event a subcontractor fails to complete an order, which may adversely affect
our profitability.

The dollar amount of our backlog, as stated at any time, is not necessarily indicative of our future earnings. When we receive

a firm order for a project from a customer, that order is added to our backlog. However, customers may cancel or delay
projects for reasons beyond our control and we may be unable to replace any canceled orders with new orders. To the extent
projects are delayed, the timing of our revenues could be affected. If a customer cancels an order, we may be reimbursed for
the incurred costs. Typically, however, we have no contractual right to the full amount of the revenues reflected in our backlog
that we would have received if the order had not been canceled. In addition, projects may remain in our backlog for extended
periods of time. Revenue recognition occurs over extended periods of time and is subject to unanticipated delays. Fluctuations
in our quarterly backlog levels also result from the fact that we may receive a small number of relatively large orders in any
given quarter that may be included in our backlog. Because of these large orders, our backlog in that quarter may reach levels
that may not be sustained in subsequent quarters. Our backlog, therefore, is not necessarily indicative of our future revenues.
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Our future revenues and operating resuits may vary significantly from quarter to quarter. Our quarterly revenues and earnings
have varied in the past and are likely to vary in the future. Qur contracts stipulate customer-specific defivery terms which,
coupled with other factors beyond our control that may occur at any time over a contract cycle of up to a year or more, may
result in uneven realization of revenues and earnings over time. Customer-imposed delays can significantly impact the timing of
revenue recognition. Due to our large average contract size, our sales volume during any given period may be concentrated in
relatively few orders, intensifying the magnitude of these fluctuations. Consequently, our quarterly performance may not be
indicative of our success in achieving year-over-year growth objectives. Furthermore, some of our operating costs are fixed. As
a result, we may have limited ability to reduce our operating costs in response to unanticipated decreases in our revenues or
the demand for our products in any given quarter. Therefore, our operating results in any quarter may not be indicative of our
future performance. In addition, because we must make significant estimates related to potential charges when we recognize
revenue on a percentage of completion basis, we may have difficulty accurately estimating revenues and profits from quarter
to quarter. In addition, most of our revenues are based on fixed price contracts, and the relative profitability can vary signifi-
cantly between contracts. As a result, our profitability can vary from quarter to quarter based on the specific contracts being
recognized.

Compliance with environmental laws and regulations is costly, and our ongoing operations may expose us to environmental
liabitities. Our operations are subject to laws and regulations governing the discharge of materials into the environment or
otherwise relating to the protection of the environment or human health and safety. As discussed on above under the caption,
“Environmental Matters,” we are subject to various U.S. federal statutes and the regulations implementing them, as well as
similar laws and regulations at the state and local levels and in other countries in which we operate.

If we fail to comply with environmental laws or regulations, we may be subject to significant liabilities for fines, penalties
or damages, or lose or be denied significant operating permits. In addition, some environmental laws, including CERCLA,
impose liability for the costs of investigating and remediating releases of hazardous substances without regard to fault and
on a joint and several hasis, so that in some circumstances we may be liable for costs attributable to hazardous substances
released into the environment by others. Moreover, the environmental laws and regulations to which we are subject are
constantly changing, and we cannot predict the effect of these changes on us.

A defect in our products could result in unanticipated warranty costs or product liability not covered by our insurance, which
couid adversely affect our financial condition or results of operations. We generally provide warranties for terms of three
years or less on our products. These warranties require us to repair or replace faulty products. Warranty claims could result
in significant unanticipated costs. The need to repair or replace products with design or manufacturing defects could also
temporarily delay the sale of new products and adversely affect our reputation.

in addition, we may be subject to product liability claims involving claims of personal injury or property damage. Because
our products are used primarily in power plants, claims could arise in different contexts, including the following:

o fires, explosions and power surges that can result in significant property damage or personal injury; and

o equipment failure that can resuit in personal injury or damage to other equipment in the power plant.

if a very large product liability claim were sustained, our insurance coverage might not be adequate to cover our
defense costs and the amount awarded. Additionally, a wellpublicized actual or perceived problem could adversely affect our
reputation and reduce demand for our products.

The restrictions and covenants contained in our senior credit facility and convertible notes agreement limit our ability to borrow
additional money, sell assets and make acquisitions. Compliance with these restrictions and covenants may fimit our ability to
implement elements of our business strategy. Our senior credit facility and convertible notes agreement contain a number of
significant restrictions and covenants limiting our ability and that of our subsidiaries to:

o borrow more money or make capital expenditures;

o incur liens;
pay dividends or make other restricted payments;
merge or sell assets;
enter into transactions with affiliates; and
o make acquisitions.

o

o]

o
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In addition, our senior credit facility contains other restrictive covenants, including covenants that require us to maintain
specified financial ratios, including leverage, asset coverage and fixed charge ratios and mandatory repayment provisions that
will require us to repay our indebtedness with proceeds from certain asset sales, certain debt issuances and certain insurance
casualty events.

Historically, advance billings from our HRSG equipment sales have been a source of cash to finance our business.
Recently, more of our HRSG equipment contracts have payment terms that result in essentially neutral cash flows. Further-
more, our HRSG equipment backlog increased significantly during the fourth quarter of 2004. Most of our larger HRSG
projects require us to give our customers a standby letter of credit. As a result, our working capital has increased over the last
several months, and our cash flows forecast indicates the need for us to borrow on our line of credit. The need for additional
working capital and new standby letters of credit resulting from the growth in our base business as well as the pending WISG
acquisition, coupled with our lower than normal level of EBITDA in 2004 caused us to renegotiate our existing fixed charge and
leverage ratios and our letter of credit sub-limit. Our lenders approved a second amendment to our senior credit agreement
that waived our fixed charge covenant for one quarter, increased our leverage ratios and increased our letter of credit sub-imit
on the revolving line of credit.

If we are unable to remain in compliance with our financial covenants currently in effect under our senior credit facility
or obtain additional amendments or waivers from our lenders, we may be forced to reduce or delay capital expenditures and
business acquisitions, sell assets, restructure or refinance our indebtedness, decline certain business opportunities from
customers or seek additional equity capital.

In addition, the convertible notes agreement allows the investors to require us to redeem the notes starting in November
2009, even if our stock price has not attained the conversion price of $10.61. While under certain circumstances, we can pay
up to 50% of the principal balance in the form of common stock, we will be required to pay the remaining amount in cash. In
addition, we may be required to offer to redeem the notes in cash at a redemption price equal to the unpaid principal balance
plus all accrued interest within 30 days of the occurrence of a “Triggering Event.” A “Triggering Event” will be deemed to occur
if we incur any indebtedness in addition to “permitted indebtedness,” and at the time of such incurrence, our trailing 12 months
“Consolidated EBITDA" does not equal or exceed $30.0 million or, as a result of the incurrence, our “Consolidated Leverage
Ratio” exceeds 4.75 to 1.0. Finally, the convertible notes agreement stipulates that an event of default under the senior credit
agreement would result in a default under the convertible notes agreement. There can be no assurance that we will have the
cash on hand or the ability to refinance any redemption obligation in the event we are required to redeem the notes.

Our revenues would be adversely affected if we are unable to protect the proprietary design software programs that we use in
our business. We have developed several proprietary software programs to help us design our products. Our ability to protect
our proprietary rights to these programs is important to our success. We protect these rights through the use of internal con-
trols and confidentiality and non-disclosure agreements and other legal protections. The legal protections afforded to our pro-
prietary rights and the precautions we have taken may not be adequate to prevent misappropriation of our proprietary rights.
We generally enter into non-disclosure and confidentiality agreements with our employees and subcontractors with access to
sensitive design software and technology. However, these contractual protections do not prevent independent third-parties
from developing functionally equivalent or superior technologies, programs, products or professional services. Third-parties
may also infringe upon or misappropriate our proprietary rights and use them to develop competing products. If we were
required to commence legal actions to enforce our intellectual property or proprietary rights or to defend ourselves against
claims that we are infringing on the intellectual property or proprietary rights of others, we could incur substantial costs and
divert management’s attention from operations.

The loss of the services of our key executive officers could have a negative effect on our business. Our success depends to a
significant extent on the continued services of Larry Edwards, our chief executive officer and chairman of the board who will
refinquish the CEO position on June 30, 2005, but will remain chairman; Al Brousseau, our president and chief operating officer
and CEO effective July 1, 2005; Jim Wilson, our chief financial officer; and Monte Ness, Gene Schockemoehl and John
Matheson, three of our senior executives. Our failure to retain the services of Messrs. Edwards, Brousseau, Wilson, Ness,
Schockemoehl or Matheson, or attract highly qualified management in the future, could adversely affect our ability to grow and
manage our operations. Although we have employment agreements containing non-competition clauses with Messrs. Edwards,
Brousseau, Wilson, Ness, Schockemoehl and Matheson, courts are sometimes reluctant to enforce these agreements.

A failure to attract and retain employees who fill key requirements of our business may make it difficult to sustain or expand
operations. We must attract and retain highly qualified, experienced mechanical, design, structural and software engineers,
service technicians, marketing and sales personnel and other key personne! to expand our operations. If we are unable to
attract and retain necessary personnel, we may not be able to sustain or expand our operations.
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We may not be able to maintain or expand our business outside the United States because of numerous risk factors outside
our control. Our international operations are subject to a number of risks inherent in doing business outside the United States
including:
o labor unrest;
regional economic uncertainty;
political instability;
restrictions on the transfer of funds into or out of a country;
currency exchange rate fluctuations;
export duties and quotas;
expropriations;
domestic and foreign customs and tariffs;
current and changing regulatory environments;
potentially adverse tax consequences; and
availability of financing.

[s I [¢] o o o O O o []

These factors may result in a decline in revenues or profitability and could adversely affect our ability to expand our
business outside the United States.

In particular, the Middle East has experienced periods of extreme political instability in recent years. Moreover, political
insurgents in lrag have targeted and may continue to target energy assets, which may in turn disrupt our activities in that country.

Increased operations in China and Southeast Asia could adversely impact our operating margins. In early 2004, we com-
menced a strategic initiative to increase the amount of products and services that we sell in China and Southeast Asia. In addi-
tion, in July 2004, we purchased a 90% interest in Nanjing Boiler Works which was later renamed Deltak Power Equipment
(China) Co. Ltd. While the economic outlook for power generation projects in this region appears more favorable than the cur-
rent market in the United States, there can be no assurance that our strategy will be successful in obtaining significant increas-
es in revenue and profits. In addition to the risks associated with operations outside the United States noted previously, there
are numerous additional challenges to doing business in China, such as strict tax, currency and operating regulations. In addi-
tion, the Chinese legal system is relatively new, and the Chinese central and local government authorities retain a greater
degree of control over business operations than is customary in more developed countries, making the process of securing
bookings and obtaining regulatory approval for business operations inherently unpredictable in some circumstances. We contin-
ue to develop strategies for best overcoming the challenges we face for successfully increasing our presence in China. Until
those strategies are fully implemented, our gross revenues and profit margin in China may be negatively impacted.

If we were required to write down our goodwill or long-lived assets or place additional valuation allowances against our deferred
tax assets, our results of operations and stockholders' equity could be materiaily adversely affected. As a result of our June
1998 acquisition of the power generation division of Jason Incorporated and our October 2000 acquisition of CFl Holdings,
Inc. and its subsidiaries, we have approximately $45.0 million of goodwill recorded on our consolidated balance sheet as of
December 31, 2004. Due to the implementation of Statement of Financial Accounting Standards (SFAS) 142, “Goodwill and
Other Intangible Assets,” goodwill is no longer amortized but must be tested for impairment at least annually based on a fair
value concept. Our fair value calculations incorporate several inputs based on estimates and assumptions. These estimates
and assumptions include earnings forecasts for the next 10 years, discount rates on future cash flows, income tax rates and
EBITDA multiples. Any significant future changes in these estimates and assumptions may require us to write down a portion or
the entire balance of our goodwill.

Longived assets, such as property and equipment and intangible assets, are evaluated for impairment when events or
changes in circumstances indicate that the carrying amount of the assets may not be recoverable through the estimated undis-
counted future cash flows from the use of these assets.

Realization of the deferred tax assets at their December 31, 2004 amounts is based on the ability of the Company to
generate approximately $158.0 million future taxable income. At some point in the future, the Company may decide that its
future taxable income will not be sufficient in order to utilize the deferred tax assets. If this determination were made, the
Company would place an additional valuation allowance against its deferred tax assets.

If we were required to write down our goodwill or long-ived assets or place additional valuation allowances against our
deferred tax assets, our results of operations and financial position could be materially adversely affected.
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We are exposed to market risks from changes in interest rates and foreign currency exchange rates. We are subject to market
risks from changes in interest rates. Our senior credit facility’s variable-rate debt bears interest, at our option, at either the
Eurodollar rate or an alternate base rate plus, in each case, an applicable margin. Assuming our level of borrowings at
December 31, 2004, a 100 basis point increase in interest rates under these borrowings would increase our interest expense
for 2005 by approximately $0.8 million.

We are also subject to market risks from fluctuations in foreign currency exchange rates. Portions of our operations are
located in foreign jurisdictions and a portion of our billings is paid in foreign currencies. Changes in foreign currency exchange
rates or weak economic conditions in foreign markets could therefore cause fluctuations in those revenues derived from
foreign operations. In addition, sales of products and services are affected by the value of the U.S. dollar relative to other
currencies. Changes in foreign currency rates can also affect the costs of our products purchased or manufactured outside the
United States. At December 31, 2004, we had approximately $29.6 million of forward contracts to sell Euros in the future for a
specific number of U.S. dollars. The business purpose of forward agreements is to lock in the gross margin in U.S.
dollars on a portion of orders pursuant to which we are paid in a currency different from our expenses. A one percent, five
percent and ten percent change in the forward rate would result in an additional unrealized gain or loss of $0.3 million, $1.3
million and $2.7 miliion, respectively, based on the amount hedged at December 31, 2004.

Our pending acquisition of WISG might not be consummated. If the WISG acquisition is compieted, there can be no assurance
that our combined results will conform to our expectations. There may be additional risks associated with operating the WISG
business. The consummation of the WISG acquisition is subject to the satisfaction of customary conditions, including the
accuracy of the various representations and warranties of the parties contained in the purchase and sale agreement on the
closing date. In addition, the purchase and sale agreement may be terminated by either party in most circumstances if the clos-
ing does not occur by April 30, 2005. Although we believe that the conditions to closing the WISG acquisition will be

satisfied and that the closing will occur in April of 2005, there can be no assurance that the transaction will be consummated.
If on or prior to April 30, 2005, the contemplated acquisition of WISG has not been consummated, we will be required to
escrow $7.65 million of the net proceeds from the sale of the convertible notes for future interest payments for the benefit of
the convertible note holders until the WISG acquisition is consummated. If the acquisition is not consummated by June 30,
2005, we will be required to pay certain outstanding loans under our credit agreement with the net proceeds from the sale of
the convertible notes.

If the WISG acquisition is consummated, there can be no assurance that our actual results will match our expectations.
Successful acquisitions require an assessment of a number of factors, many of which are beyond our control and are
inherently uncertain. Factors that may cause our actual results to differ materially from our expected resuits include the
curtailment of major maintenance projects by one or more of WISG's major customers or unanticipated difficulties or delays
in integrating the operations of WISG with our own.

There may be additional risks associated with the operation of the WISG business if the acquisition is consummated,
including:

» the loss of major customers or contracts;
potential liability stemming from work-related accidents involving WISG's contract employees;
loss of the services of certain of WISG's key management;
labor issues resulting from WISG’s heavy reliance on union contract employees; and
environmental issues arising from certain services performed by WISG.
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ITEM 2. PROPERTIES

Our executive offices currently occupy 10,870 square feet in Tulsa, Oklahoma. The lease for this facility expires in October
2007. We have 6 other U.S. facilities, as well as facilities in the Netherlands, Mexico and China. Information about our material
facilities at December 31, 2004 is described below:

Leased / Owned
Location Square Feet (Expiration Date) Principal Uses
Heat Recovery Equipment Segment
Plymouth, Minnesota 44,000 leased (9/30/09) Engineering and administrative
office
92,000 leased (01/31/06) Manufacturing
84,9500 owned Manufacturing
Nanjing, China 500,000 owned Manufacturing, engineering and
administrative office
Auxiliary Power Equipment Segment
Auburn, Massachusetts 69,000 owned Manufacturing, engineering and
administrative office
Clinton, South Carolina 71,000 owned* Manufacturing and engineering
Heerlen, The Netherlands 10,000 leased (10/31,/09) Engineering
Monterrey, Mexico 100,000 owned Manufacturing
Shanghai, China 3,000 leased (05/31/05) Administrative office
Tulsa, Oklahoma 160,000 leased (08/31/11) Manufacturing, engineering and

administrative office

In addition to the foregoing, the Company leases other facilities in various cities, which are not considered significant.
The Company considers each of its facilities to be in good operating condition and sufficient for its current use.

*The Company executed an agreement to sell this property as of November 22, 2004,
ITEM 3. LEGAL PROCEEDINGS
We are a party to routine litigation arising out of the normal and ordinary operation of our business. We believe that none of

these proceedings will result in a material adverse effect on our business, results of operations or financial condition.

{TEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

We did not submit any matters to a vote of security holders during the fourth quarter ended December 31, 2004.
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ITEM 4A. EXECUTIVE OFFICERS OF THE REGISTRANT

The following table sets forth as of the date hereof certain information regarding the executive officers of the Company.
Officers are elected annually by the Board of Directors and serve at its discretion.

Name Age Position

Larry Edwards 55 Chief Executive Officer™ and Chairman of the Board
Al Brousseau 54 President and Chief Operating Officer™”

Monte Ness 48 Senior Vice President and President, Deltak

Gene Schockemoehl 55 Senior Vice President and President, Braden

James Wilson 45 Chief Financial Officer and Vice President of Finance
John Matheson 39 Senior Vice President

Candice Cheeseman 49 General Counsel and Secretary

*Mr. Edwards will relinquish his position as chief executive officer on June 30, 2005.
**Mr. Brousseau will relinquish his position as chief operating officer and become chief executive officer on July 1, 2005.

Larry Edwards has served as our chief executive officer and chairman of the Board of Directors since December 2004.
Mr. Edwards served as our president, chief executive officer and chairman of the board of directors from October 2003 until
December 2004, From May 2001 to October 2003, Mr. Edwards served as president and chief executive officer of the
Company. From 1998 to the Company's public offering in May 2001, Mr. Edwards served as a director of and chief executive
officer of Global Energy Equipment Group {GEEG) Holdings, LLC and as president and chief executive officer of GEEG, Inc., the
predecessor of Global Power Equipment Group Inc., which was formed following a management-led buy-out from Jason
Incorporated in June 1998. From February 1994 until June 1998, Mr. Edwards served as the president of Jason Incorporated's
power generation division, and he played a critical role in that group’s successful acquisition by GEEG. Prior to 1994, Mr.
Edwards held a number of critical management positions including vice president of operations, general manager and
president of Braden Manufacturing, L.L.C. Mr. Edwards earned a B.S. in Industrial Engineering and Management from
Oklahoma State University and an M.B.A. with honors from Oklahoma City University.

Al Brousseau is our president and chief operating officer. Mr. Brousseau joined the Company in mid-December 2004.
Prior to his current role, Mr. Brousseau served as vice president and an officer of Lockwood Greene in Atlanta from 1899 to
2004 and was responsible for managing the operations of Lockwood Greene's Atlanta office. Prior to his service with
Lockwood Greene, Mr. Brousseau was employed by ABB Combustion Engineering from 1870 to 1999 in various roles of
increasing responsibilities, including engineering, sales, management, sales support and project management, much of which
involved power projects in Asia. Mr. Brousseau earned a B.S. in Civil Engineering from the University of Hartford and an A.S.
in Civil Engineering from Hartford State Technical College.

Monte Ness is our senior vice president and served as Deltak president since October 2003. Mr. Ness began his
employment with Deltak in 1986 as a marketing manager and progressed through the organization in sales, project engineer-
ing and project management. Mr. Ness was appointed vice president of the Gas Turbine Heat Recovery product line in 1993.
Mr. Ness worked at Brown Boveri Turbomachinery in the Gas Turbine and Steam Turbine groups and at Garrett Turbine Engine
Company in the aircraft propulsion group. Mr. Ness is a graduate of North Dakota State University with B.S. degrees in
Mechanical Engineering and Business Administration. He also holds an M.B.A. from Arizona State University and completed
the Minnesota Management Institute program from the Carlson School of Management at the University of Minnesota. He is
a registered Professional Engineer.

Gene Schockemoehl is our senior vice president and president of Braden. Mr. Schockemoehl has served as president of
Braden since January 1994 and as a director and vice president of GPEG's predecessor from June 1998 to May 2001. He
began his employment at Braden in 1968, progressing through the plant production area into management positions, and
became vice president of operations in 1990, He served as vice president of sales from mid-1991 until his appointment to
president in January 1994. Mr. Schockemoehl has a manufacturing and general business educational background, having
attended both Tulsa Community College and Rogers State College.
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James Wilson is our chief financial officer and vice president of finance. Previously, Mr. Wilson was the vice president of
administration from September 2000 through December 2003. Mr. Wilson also served GPEG and its predecessor as secretary
from June 1998 until 2001. He joined Braden in 1986 as controller and became vice president of finance of Braden in 1989
where he served until September 2000. Between 1982 and 1986, Mr. Wilson was employed as a senior auditor with Arthur
Andersen LLP. Mr. Wilson has received the C.P.A. designation and has been a member of the American Institute of Certified
Public Accountants since 1983. He earned a B.S. in Accounting from Oral Roberts University.

John Matheson is our senior vice president overseeing corporate strategic initiatives and corporate operations in Asia.
Prior to his current role, Mr. Matheson served as our general counsel and secretary from November 2001 to May 2004. From
1999 to 2001, Mr. Matheson served as senior attorney for The Williams Companies, an international energy and telecommuni-
cations company, where he directed the business development legal group of Williams Communications, which was responsible
for mergers, acquisitions and securities law matters. Prior to 1999, he was a shareholder with the law firm of Conner &
Winters, P.C., in Tulsa, Oklahoma. From January 1988 to May 1989, he was a tax consultant with Price Waterhouse. Mr.
Matheson has received the C.P.A. designation and holds a bachelor of accountancy degree, with highest honors, from the
University of Oklahoma, and a juris doctorate from Georgetown University Law Center.

Candice Cheeseman is our general counsel and secretary. Prior to joining our company in May 2004, Ms. Cheeseman
was a shareholder with the law firm of Hall, Estill, Hardwick, Gable, Golden & Nelson in Tulsa, Oklahoma. Prior to joining Hall
Estill, Ms. Cheeseman was employed by WilTel Communications Group where she served in a variety of capacities including
general counsel and secretary, commencing in November 2002. She has been a practicing attorney for two decades serving
in various capacities for Williams Communications, Marriott international and law firms in the Washington D.C. area. Ms.
Cheeseman received her juris doctorate degree from the University of Tulsa College of Law where she graduated with honors
and served on the Tulsa Law Journal. She also holds a Bachelor of Arts degree in History from the University of Delaware,
where she graduated with honors and was a member of the Phi Beta Kappa Society.

PART IT
ITEM 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER PURCHASES
OF EQUITY SECURITIES

Market Information

Our common stock began trading on the New York Stock Exchange under the symbol “GEG” on May 18, 2001, following
completion of our initial public offering (IPO). The following table sets forth the high and low sale prices per share of our
common stock, as reported in the New York Stock Exchange composite transactions, for the periods indicated:

2004 2003
High Low High Low
First Quarter $11.38 $6.68 $5.87 $4.70
Second Quarter $ 912 $6.36 $6.42 $4.61
Third Quarter $ 8.15 $6.66 $6.05 $4.65
Fourth Quarter $ 9.90 $7.00 $6.79 $5.07

A majority of the Company's stockholders maintain their shares in “street name” accounts and are not, individually,
stockholders of record. As of February 28, 2005, our common stock was held by 55 shareholders of record.

Dividends

We have not paid any cash dividends on our common stock and currently intend to retain all earnings for use in our business.
Accordingly, we do not anticipate paying cash dividends in the foreseeable future. The declaration of dividends is at the
discretion of our Board of Directors. Our credit agreement currently prohibits us from paying cash dividends to our
shareholders. Any future determination as to payment of dividends will depend upon our financial condition and results of
operations and such other factors as are deemed relevant by the Board of Directors.
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[TEM 6. SELECTED CONSOLIDATED FINANCIAL DATA

The following table sets forth selected historical consolidated financial data of Global Power Equipment Group Inc. as

of the dates indicated. The financial data for fiscal years 2004, 2003, 2002, 2001 and 2000 have been derived from our
audited consolidated financial statements. Such data should be read in conjunction with “ltem 7. Management's Discussion
and Analysis of Financial Condition and Results of Operations” and “ltem 8. Financial Statements and Supplementary Data”

of our Form 10-K.

Fiscal Years

(in thousands, except per common share data) 2004 2003 2002 2001 2000
Results of Operation Data:
Revenues $233,692 $263,778 $586,805 §723,504 $416,591
Cost of sales 194,435 192,281 455,339 591,958 345,688

Gross profit 39,257 71,497 131,466 131,546 70,903
Selling and administrative expenses 39,162 38,083 42,212 40,333 27,045
Recapitalization charge — — — — 38,114
Amortization expense — — — 1,716 1,250

Operating income 85 33,414 89,254 89,497 4,494
Interest expense 1,281 1,504 4,210 15,896 12,175
Loss on debt extinguishment — — — 29,607 2,477
Income (loss) before income taxes and minority interest (1,186) 31,910 85,044 43,994 (10,158)
Income tax provision (benefit) (451) 12,126 33,167 11,358 (1,374}
Income tax benefit from tax status change @ — — — (88,000) —
Income (loss) before minority interest (735) 19,784 51,877 120,636 (8,784)
Minority interest (30) — — — —
Net income (loss) (705) 16,784 51,877 120,636 (8,784)
Preferred stock dividend — — — (2,947) (3,386)
Net income (I0ss) available to common stockholders S (705) $ 19,784 S 51,877 S117,689 $(12,170)
Per Common Share Data ©-“;
Earnings (loss) per common share:

Basic income (loss) per common share

Net income (loss) available to common
stockholders S (02) S 044 S 118 S  3.00 S (0.03)
Diluted income {loss) per common share
Net income (loss) available to common
stockholders S (02) S 043 S 114 S 287 $ (0.03)

Weighted average common shares outstanding:

Basic 46,195 44521 43,959 39,275 388,456

Diluted : 46,195 45911 45,636 41,011 388,456
Other Financial Data:
Depreciation and amortization S 4,276 S 4,202 S 4625 S 6,684 S 4,311
Capital expenditures 1,942 411 2,869 11,559 2,187
Net cash provided by (used in):

Operating activities {11,004) 24,381 103,088 12,018 24,789

Investing activities (84,979) 195 (2,661) (11,559) {19,840)

Financing activities 68,002 (34,667) (45,548) (24,332) 10,246
Balance Sheet Data (at end of period):
Property, plant and equipment, net 22,983 20,740 25,469 27,810 19,433
Total assets 366,894 280,996 369,704 430,631 245,693
Total debt 95,604 24,963 60,073 105,629 219,094

(1

recapitalization.
@

=2

In fiscal year 2000, we incurred a non-recurring recapitalization charge associated with the cancellation of options outstanding as of the closing date of the August 2000

Due to the Company’s change in tax status from a fimited ffability company (LLC] to a taxable entity on the date of its iPO, the Company was required to record afl deferred tax

assets and liabilities, which were previously the responsibility of the LLC members. As a result, the Company recorded a net deferred tax asset on the date of the reorganization

of approximately $88.0 million and recorded a corresponding $88.0 miflion income tax benefit,

3

Income (loss} per common share is calculated by dividing income after adjusting for preferred dividends by the weighted-average number of common shares outstanding during

each period. Preferred dividends were $3.4 miflion and $2.9 miffion for fiscal years 2000 and 2001, respectively, No preferred dividends were pafd in 2002, 2003 or 2004,

B

conversion of the common units to common shares at a ratic of 28.1 to 1.0.

The share and per share amounts for 2000 are not comparable to the other years presented as the weighted average common shares outstanding for 2000 do nat reflect the



ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion of our financial condition and results of operations should be read in conjunction with the selected
consolidated financial data and consolidated financial statements and notes thereto appearing elsewhere in our Annual Report
on Form 10K,

Overview

We design, engineer and fabricate a comprehensive portfolio of Heat Recovery and Auxiliary Power Equipment and provide
related services. We conduct our business through two operating segments: our Heat Recovery Equipment segment and our
Auxiliary Power Equipment segment.

The demand for our products and services depends, to a significant degree, on the level of construction of gas turbine
power generation plants. In 2004, approximately 82% of our revenues were from sales of equipment and provision of services
for gas turbine power plants. The power generation equipment industry has experienced cyclical periods of growth or decline.
Beginning in 2002 and continuing through 2004, liquidity concerns in the merchant power generation industry coupled with
concerns relating to the availability and relative price of natural gas have reduced the availability of financing for power plant
development in the United States and have caused the domestic market for our products to significantly decline. While indus-
try forecasts indicate a substantial long-term need for additional gas-fired power plants on a world-wide basis, the significant
decline in domestic demand for such plants in 2002 through 2004 negatively impacted our bookings and revenues untit the
middle of 2004. During the last six months of 2004, we experienced a significant increase in our bookings, leaving our year-
end backlog in excess of $300 million. 76% of our 2004 bookings came from international customers, and we anticipate that
increasing demand for new power plants outside the United States will continue and, accordingly, we have placed additional
focus on increasing our business outside the United States, particularly in China and Southeast Asia.

Continuing our efforts to maximize profitability by shifting manufacturing capacity to even lower-cost sources, we
announced in the second quarter of 2004 our plans to merge the operations of our subsidiaries, Consolidated Fabricators,
Inc. and Braden Manufacturing, L.L.C. The merger occurred in June 2004. During the fourth quarter of 2004, we closed our
manufacturing facilities in Toluca, Mexico and Clinton, South Carolina and recorded charges of approximately $0.7 million. The
production from these plants was moved to other Company facilities and to subcontractors. The restructuring charges
incurred to complete the merger were approximately $1.6 million primarily for the write down of the Clinton facility, severance
and lease cancellations, and we estimate annual cost savings of at least $2.0 million. We do not expect to incur any signifi-
cant restructuring charges in 2005 related to this merger.

On July 30, 2004, we completed the purchase of a 90% interest in Nanjing Boiler Works (NBW). The purchase price
was $10.9 million. We may purchase the remaining 10% interest in NBW starting in January 2006. We later changed the
name of NBW to Deltak Power Equipment (China) Co., Ltd. This acquisition is important to the Heat Recovery Equipment seg-
ment of the business from a strategic perspective. Deltak Power Equipment (China) Co., Ltd. owns licenses necessary to
manufacture and sell boilers in China and to export its products to most countries including the United States. Deltak Power
Equipment (China) Co., Ltd. owns a fully functioning, state-ofthe-art manufacturing plant. in addition, this acquisition is expect-
ed to give us a cost advantage and better access to customers within China. However, the fact that Deltak Power Equipment
(China) Co., Ltd. is qualified to manufacture and sell boilers in China does not guarantee that it will be successful in obtaining
a significant number of new orders. ,

In November 2004, we signed a definitive agreement with Georgiabased Williams Group International to purchase WISG
for approximately $65 million in cash at closing, subject to a working capital adjustment. Of the total purchase price, $59.5
million will be paid in cash to the seller at closing, $5.5 million will be deposited by the Company with an escrow agent and
released subject to the terms of the purchase agreement. In addition, zero to $0.9 million of additional consideration will be
paid to the seller in 2006 contingent upon WISG meeting certain gross profit targets in 2005. WISG provides routine and
specialty maintenance services to companies engaged in power generation, pulp and paper manufacturing and government
agencies, primarily the Department of Energy. Approximately 80% of WISG's annual revenue is derived from services provided
to companies in power generation and includes work at nuclear power plants, coal-fired power plants and other fossil fuel
plants as well as hydro-based generating facilities. For several years, we have searched for a company such as WISG to
strengthen and diversify our company. The WISG business model offers the following advantages: excellent revenue visibility,
significant backlog, recurring revenue tied to evergreen contracts, low fixed costs, a variable cost outsourcing component,
minimal capital expenditure requirements and strong cash flow.The WISG acquisition will also allow us to expand our reach
beyond gas turbine components as it services all segments of the power industry. The WISG transaction is expected to close
in April 2005. We expect to finance this transaction with the proceeds from the convertible senior subordinated notes, issued
in November 2004, borrowings from our senior credit facility and cash on hand.
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In October 2003, we announced a management restructuring plan pursuant to which certain employees were offered
either one-time termination or retirement benefits. Certain employees that were offered the retirement incentive packages
entered into consulting agreements with us subsequent to their retirement. The expense of the consulting agreements will be
recognized as the services are provided over the term of the agreements. In addition, retiring employees were offered the
right to amend their stock option agreements to extend the date such options remain exercisable from the original period of
90 days after termination of employment to a new period extending to one year after termination of employment, In some
cases, this plan also provided for the acceleration of vesting for certain unvested stock options. Under APB Opinion No. 25
(APB 25), “Accounting for Stock Issued to Employees,” we expensed the fair value of the options at the new measurement
date. We recorded charges of approximately $3.9 million during the fourth quarter of fiscal year 2003 and $3.2 million during
2004 related to the restructuring plan for severance payments, consulting fees and stock option expenses. We expect to incur
approximately $3.4 million of expenses related to this restructuring plan in 2005.

Under the 2003 management restructuring plan, a retirement benefits agreement was entered into with our Chief
Executive Officer (CEQ), Larry Edwards, pursuant to which he determines his own future retirement date. In March 2005, Mr.
Edwards notified the board of directors that he would retire from his position as CEQ effective June 30, 2005. Mr. Edwards will
continue as chairman of the board. Upon his retirement as CEO, Mr. Edwards will receive a payment of approximately $1.9 mil-
lion, which was expensed in 2003 and accrued in other current liabilities as of December 31, 2004. This amount is included in
the $3.9 million of 2003 restructuring costs, mentioned above. In addition, we agreed to pay Mr. Edwards approximately $0.8
million within 30 days after signing a consulting service agreement and a release agreement on June 30, 2005. This amount
will be expensed in the second quarter of 2005. On June 30, 2005, we will enter into a one-year consulting agreement with
Mr. Edwards. The consuiting fees payable to Mr. Edwards over the term of his consulting service agreement which are current-
ly estimated to total an additional $0.9 million, will be expensed as the services are rendered over the term of the agreement.
The actual amount will be based on his actual salary and target bonus at June 30, 2005.

Under our current stock option plans, participants may exercise their vested options up to 90 days after their
termination date. As part of his retirement benefits package, Mr. Edwards will execute an extension agreement, on the retire-
ment date, whereby certain of his stock options become immediately fully vested. In addition, instead of the normal S0-day
exercise period, Mr. Edwards will have one year from his retirement date to exercise his options. When this extension agree-
ment is executed and these modifications are made to Mr. Edwards’ original stock option agreements, the Company could
incur significant compensation expense in accordance with APB 25. The compensation expense will be measured on the
retirement date, as the excess of the fair value of the stock over the exercise prices times the number of stock options
outstanding. Assuming the expected number of unvested options outstanding at June 30, 2005 ($4.87/share options -30,000
shares; $6.10/share options - 60,000 shares and $9.76/share options - 75,000 shares) and the closing stock price of
$9.81 as of February 28, 2005, we estimate that this pre-tax charge would be approximately $0.5 million. This amount would
vary based on the number of unexercised unvested options and the actual stock price as of June 30, 2005.

Historical Overview
The following summary is intended to provide information concerning the historical background of the Company, as certain
transactions occurring in fiscal year 2001 had a significant impact on the Company's results of operations for that year.

The Company’s predecessor, GEEG Holdings, L.L.C., was formed for the purpose of acquiring Jason Incorporated's
power generation products division by the management of the division and other outside investors. This acquisition was
consummated on June 5, 1998, Jason Incorporated's power generation division consisted of Braden Manufacturing L.L.C.,
Deltak L.L.C. and other subsidiaries.

In July 2000, the owners of GEEG Holdings, L.L.C. sought purchasers for the company, as a result of which, in August
2000, investment entities controlled by Harvest Partners, Inc. acquired control of GEEG Holdings, L.L.C. in a recapitalization
transaction. GEEG Holdings, L.L.C. partially financed the recapitalization with $140.0 million of borrowings under a senior
credit facility and a $67.5 million senior subordinated loan. In October 2000, GEEG Holdings, L.L.C. acquired CFl Holdings, Inc.
and its subsidiary, Consolidated Fabricators, Inc., for $25.2 million.

On May 18, 2001, the Company completed a reorganization, pursuant to which Global Power Equipment Group Inc.
became the successor to GEEG Holdings, L.L.C. On May 23, 2001, the Company completed its IPO of 7,350,000 shares of
its common stock. As part of the reorganization transaction, the following occurred:

» GEEG Holdings, L.L.C. declared a distribution on its preferred units in an aggregate amount of $6.3 million, which

was equal to the accrued and unpaid dividend on those units, which was paid from the proceeds of the offering;

¢ GEEG Holdings, L.L.C. declared a distribution to its members on account of their remaining fiscal year 2001 tax

liability, a portion of which was paid during the second fiscal quarter after completion of the IPO. The remaining
balance was paid during the fourth fiscal quarter out of available cash; and

¢ The holders of common and preferred units of GEEG Holdings, L.L.C. exchanged their units for shares of the

Company's common stock.
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In connection with the reorganization and the IPO, the Company refinanced a portion of its outstanding indebtedness.
The Company used a portion of the net proceeds from the IPO to repay $27.5 million of its outstanding senior subordinated
foan and $85.4 million of the outstanding balance of its outstanding senior term loans under its senior credit facility. The
Company refinanced the remaining balance on its senior term loans under its senior credit facility using the proceeds of a term
loan under an amended and restated senior credit facility. For additional information, see “Liquidity and Capital Resources”
below. This refinancing of the Company’s outstanding indebtedness in May 2001 resulted in an approximate $13.7 million loss
from the write-off of deferred financing costs and debt discount, as well as prepayment premiums relating to the prepayment
of longterm debt.

On June 15, 2001, the Company retired the remaining $40.0 million of its senior subordinated loan with the proceeds
of a $35.0 million increase to the new term loan facility and $5.0 million on the Company's revolving credit facility. This debt
extinguishment resulted in an approximate $15.9 million loss from the write-off of deferred financing costs and debt discount,
as well as prepayment premiums relating to the prepayment of long-term debt. These amounts were charged to earnings in the
second quarter of fiscal 2001.

Critical Accounting Policies

The following discussion of accounting pclicies is intended to highlight certain portions of the Summary of Significant
Accounting Policies presented as Note 2 to the consolidated financial statements, included in “Iltem 8. Financial Statements
and Supplementary Data” of our Form 10-K. These policies were selected because a fluctuation in actual results versus expect-
ed results could materially affect our operating results and because the policies require significant judgments and estimates to
be made each quarter. Our accounting related to these policies is initially based on our best estimates at the time of original
entry in our accounting records. Adjustments are periodically recorded when our actual experience differs from the expected
experience underlying the estimates. These adjustments could be material if our experience were to change significantly in a
short period of time. On a monthly basis we compare our actual experience and expected experience in order to further miti-
gate the likelihood of material adjustments.

Revenue Recognition - GPEG currently has two segments: Heat Recovery Equipment and Auxiliary Power Equipment.
Revenues and cost of sales for our Heat Recovery Equipment segment are recognized on the percentage-of-completion
method based on the percentage of actual hours incurred to date in relation to total estimated hours for each contract. Our
estimate of the total hours to be incurred at any particular time has a significant impact on the revenue recognized for the
respective period. The percentage-of-completion method is only allowed under certain circumstances in which the revenue
process is long-term in nature (often in excess of one year), the products sold are highly customized and a process is in place
whereby revenues, costs and margins can be accurately estimated. Changes in job performance, job conditions, estimated
profitability and final contract setflements may result in revisions to costs and income, and the effects of such revisions are
recognized in the period that the revisions are determined. Under percentage-of-completion accounting, management must
also make key judgments in areas such as percent complete, estimates of project costs and margin, estimates of total and
remaining project hours and liquidated damages and backcharge assessments. Any deviations from estimates could have a
significant positive or negative impact on our results of operations. A one percent variation from of our estimate of percent
complete on those Heat Recovery Equipment contracts in which we apply the percentage-of-completion method would have
increased or decreased our 2004 revenues by approximately $1.2 million.

Revenues for our Auxiliary Power Equipment segment are recognized on the completed-contract method due to the
shortterm nature of the product production period. Under this method, no revenue is recognized until the contract is
complete and the customer takes risk of loss and title. Simitar to our Heat Recovery Equipment segment, changes in job
performance, job conditions, estimated profitability and final contract settlements may result in revisions to job costs and
income amounts that are different than were originally estimated.

During the course of a project or when a project has been completed, management may become aware of circum-
stances in which it should make provisions for estimated costs. Costs of this nature are common in our industry and inherent
in the nature of our business, The Company records the estimated costs in the period in which they are identified. The costs
are typically the result of warranty claims, final contract settlements and liquidated damages due to late delivery. Unanticipated
cost increases or delays may occur as a result of several factors, including:

o increases in the cost or shortages of components, materials or labor;

o unanticipated technical problems;

o required project modifications not initiated by the customer; and

o suppliers’ or subcontractors’ failure to perform.
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In some cases, cost overruns can be passed on to our customers, which are recognized in the period when agreement
is reached with the customers as to the amount of the claims. The agreement may occur after project completion. Cost over-
runs that we cannot pass on to our customers or the payment of liquidated damages under our contracts will lower our gross
profit and resulting operating income.,

From time to time, customers have claims against the Company that result in litigation. The Company recognizes these
claims as a charge to cost of sales in the period when it is probable they will result in a loss and the amount can be reason-
ably estimated.

While management has made its best efforts to record known adjustments to revenues and cost of sales for claims, set-
tlements and damages for projects in process, it is possible that there are significant unknown adjustments that will be made
in the future for those projects. These adjustments could have a material impact on gross profit percentages and resulting
profitability in a given annual or quarterly reporting period.

Nearly all of our contracts are entered into on a fixed-price basis. As a result, we benefit from cost savings, but have lim-
ited ability to recover for any cost overruns, except in those contracts where the scope has changed. Contract prices are
established based in part on our projected costs, which are subject to a number of assumptions. The costs that we incur in
connection with each contract can vary, sometimes substantially, from our original projections. Because of the large scale and
long duration of our contracts, unanticipated changes may occur, such as customer budget decisions, design changes, delays
in receiving permits and cost increases, which may delay delivery of our products and, in turn, delay revenue recognition.

Warranty — Estimated costs related to product warranties are accrued as revenue is recognized and included in our cost
of sales. Estimated costs are based upon past warranty claims and sales history. Warranty terms vary by contract but general-
ly provide for a term of three years or less. We manage our exposure to warranty claims by having our field service and quality
assurance personnel regularly monitor our projects and maintain ongoing and regular communications with the customer. In
2004, a one percent variation from our warranty expense would have increased or decreased our cost of goods sold by
approximately $15,000. A reconciliation of the changes to our warranty accrual for 2004 and 2003 is as follows (dollars in
thousands):

2004 2003
Balance at beginning of period $15,004 $19,460
Changes to previous estimates (1,831) (2,559)
Accruals during the period 3,377 9,614
Settlements made (in cash or in kind) during the period (6,792) (11,511)
Ending balance S 9,758 $15,004

In 2004, the Company changed its previous estimates due to the lapse of warranty periods and lower than expected
settlements under warranty claims. During 2004, the warranty accrual for the Auxilliary Power Equipment segment was
reduced by $1.7 million based on a review of historical warranty claims. The Company continues to review its warranty policy
in light of its changing business operations and settlement experience.

Income Taxes - Deferred tax assets and liabilities are recognized for the future tax conseguences attributable to
differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax basis.
Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the years in
which those temporary differences are expected to be recovered or settled. The Company classifies deferred tax assets and
liabilities into current and non-current amounts based on the classification of the related assets and liabilities. Certain judg-
ments are made relating to recoverability of deferred tax assets, the level of our expected future taxable income and available
tax planning strategies. These judgments are routinely reviewed by management.

Stock-based Compensation — Stock-based compensation is accounted for using the intrinsic value method prescribed
in Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees”. No compensation expense is
recorded for stock options when granted as option prices have been set at the market value of the underlying stock at the
date of grant.

SFAS 123 “Accounting for Stock-Based Compensation”, requires the measurement of the fair value of options to be
included in the statement of operations or disclosed in the notes to financial statements. The Company elected the disclosure-
only alternative under SFAS 123.

In December 2004, the FASB issued FASB 123R (revised 2004) “Share-Based Payment.” FASB 123R is a revision of
FASB 123 “Accounting for Stock-Based Compensation”, and it supercedes APB Opinion No. 25 “Accounting for Stock Issued to
Employees.” FASB 123R provides guidance on transactions whereby companies exchange equity instruments for goods and
services. This new rule requires companies to expense the fair market value of stock options issued to employees. The
Company will be required to adopt FASB 123R in the third quarter of 2005. The Company is in the process of evaluating its
alternatives under FASB 123R and determining the impact on the consolidated financial statements.
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Goodwill and Impairment of Long-Lived Assets — We perform annual impairment analyses on our recorded goodwill and
long-lived assets whenever events and circumstances indicate that they may be impaired. The Company prepared the analysis
as of December 31, 2004 with the assistance of an independent third party valuation company.

The analysis includes assumptions related to future revenues, cash flows, and net assets. This analysis is based
primarily on assumptions about future events such as revenue and cash flow growth rates, discount rates and terminal value
of the Company. Actual deviations from the assumptions used in the analysis could have a significant impact on the estimated
fair values calculated. Factors that would cause a more frequent test for impairment include, among other things, a significant
negative change in the estimated future cash flows of a reporting unit that has goodwill because of an event or a combination
of events. We did not record any impairment provisions upon the adoption of SFAS 142 nor have we recorded any in 2004
or 2003 as the future estimated cash flows as well as current market values were in excess of the reporting units’ asset
carrying values.

Results of Operations
The table below represents the operating results of the Company for the periods indicated (in thousands except per share
amounts):

2004 2003 2002
Revenues $233,692 $263,778 $586,805
Cost of sales 194,435 192,281 455,339
Gross profit 39,257 71,497 131,466
Selling and administrative expenses 39,162 38,083 42,212
Operating income 95 33,414 89,254
Interest expense 1,281 1,504 4,210
Income (loss) before income taxes and minority interest (1,186) 31,910 85,044
Income tax provision (benefit) (451) 12,126 33,167
Income (loss) before minority interest (735) 19,784 51,877
Minority interest (30) — —
Net income {l0ss) avaitable to common stockholders S (705 $ 19,784 $ 51,877
Per Common Share Data:
Earnings per common share:
Basic income {loss) per common share S (02 S 044 $ 118
Diluted income (loss) per common share S (.02 S 043 S 1.14
Weighted average common shares outstanding:
Basic 46,195 44,521 43,959
Diluted 46,195 45911 45,636
- 2004 2003 2002
EBITDA calculation:
Net income (loss) S (705 $ 19,784 $ 51,877
Add:
Interest expense 1,281 1,504 4,210
Income tax provision {(benefit) {451) 12,126 33,167
Depreciation and amortization 3,583 3,563 3,682
EBITDA ® S 3,708 S 36,977 $ 92,936

(1

=

EBITDA is a supplemental, non-generally accepted accounting principle financial measure. EBITDA is defined as earnings (loss) before taxes, interest expense, depreciation and
amortization. We have presented EBITDA because we believe that it is an important supplemental indicator of the operational strength of our business. EBITDA is also used by
the financial community as a method of measuring our performance and of evaluating the market value of companies considered to be in similar businesses. We believe that the
line item on our consolidated statements of operations entitfed “net income (loss)” is the most directly comparable GAAP measure to EBITDA. Since EBITDA is not a measure of
performance calculated in accordance with GAAP, it should not be considered in isolation of, or as a substitute for, net earnings as an indicator of operating performance.
EBITDA, as we calculate it, may not be comparable to similarly titled measures employed by other companies. In addition, this measure does not necessarily represent funds
available for discretionary use, and is not necessarily a measure of our ability to fund our cash needs. EBITDA does not reflect our capital expenditures or future requirements
for capital expenditures or contractual commitments. As EBITDA excludes certain financial measures, users of this financial information should consider the type of events and
transactions which are excluded. Our non-GAAP performance measure, EBITDA, has certain material limitations as follows:

34



e |t does not include interest expense. Because we have borrowed money to finance our operations, interest
expense is a necessary and ongoing part of our costs and has assisted us in generating revenue. Therefore, any
measure that excludes interest expense has material limitations.

¢ |t does not include taxes. Because the payment of taxes is a necessary and ongoing part of our operations, any
measure that excludes taxes has material limitations.

* |t does not include depreciation and amortization expense. Because we use capital assets, depreciation and
amortization expense is a necessary element of our costs and ability to generate revenue. Therefore, any
measure that excludes depreciation and amortization expense has material limitations.

A reconciliation of EBITDA to net income (loss) is set forth in the table above.

Prior to 2004, the Company used a 52/53-week fiscal year ending on the last Saturday in December. As a result,
references in this report to fiscal year 2003 refers to the fiscal year ended December 27, 2003, and fiscal year 2002
refers to the fiscal year ended December 28, 2002. The fiscal years 2003 and 2002 included 52 weeks, and 2004 included
53 weeks.

During fourth quarter of 2004, the Company’'s Board of Directors approved a change in the fiscal year-end from the last
Saturday in December to December 31, which will be effective for the fourth quarter of 2004 and periods beyond. Accordingly,
references to 2004 or to fiscal year 2004 refer to the fiscal year ended December 31, 2004.

2004 compared to Fiscal Year 2003

The demand for our products and services depends, to a significant degree, on the continued construction of gas turbine
power generation plants. In 2004, approximately 82% of our revenues were from sales of equipment and provision of services
for gas turbine power plants. The power generation equipment industry has experienced cyclical periods of growth or decline.
In periods of decreased demand for new gas turbine power plants or difficulty in raising capital to finance new power plants,
our customers may be more likely to decrease expenditures on the types of products and systems that we supply and, as a
result, our revenues may decrease.

In addition, the gas turbine power industry depends on natural gas. A rise in the price or shortage in the supply of
natural gas could affect the profitability or operations of gas turbine power plants, which could adversely affect our future
revenues. Liquidity concerns in 2002 and continuing into 2003 in the merchant power production sector have reduced the
availability of financing for power plant development in the United States and have caused the market for our products to
decline. While it is believed that the long-term need for gas fired power plants on a world-wide basis is substantial, lower
demand in the United States during 2003 and 2004 negatively impacted our bookings until the second half of 2004 and
revenue for both 2003 and 2004. We anticipate that demand for new power plants outside of the United States will continue
to provide a good market for our products.

Revenues. Revenues decreased 11.4% to $233.7 million for 2004 from $263.8 million for the fiscal year 2003. Revenues in
both years were negatively impacted by the downturn in the demand for gas turbine power generation equipment in the United
States. Demand for our products from international customers was fairly strong for the first six months of 2004 and very
strong during the last half of 2004. The significant amount of new orders booked in the last six months of 2004 is expected to
result in a significant increase in 2005 revenues.

The following table sets forth our revenues for 2004 and fiscal year 2003 (dollars in thousands) by segment and by
major product group:

Revenues

Percent
2004 2003 Change
Heat Recovery Equipment Segment:
HRSGs S 74,103 S 86,667 -14.5%
Specialty boilers 35,651 33,226 7.3%
Industrial boilers 7,562 — NA
Total segment revenues $117316 $119,893 -2.1%
Auxiliary Power Equipment Segment:
Exhaust systems S 39,412 S 48,463 -18.7%
Inlet systems 42,997 58,897 -27.0%
Other 33,967 36,525 -7.0%
Total segment revenues $116,376 $143,885 -19.1%

Total revenues $233,692 $263,778 -11.4%
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Heat Recovery Equipment segment revenues decreased 2.1% to $117.3 million for 2004. Revenues for HRSGs
decreased 14.5% to $74.1 million. The number and size of orders booked into backlog decreased dramatically during 2002
and 2003, which resutted in lower revenues for 2003 and 2004 compared to earlier periods. However, we expect our 2005
HRSG revenues to increase significantly as compared to 2004 based on the increased level of bookings at the end of 2004.
While there was only a 7.3% increase in revenues from 2003 to 2004 for Specialty boilers, the demand for Specialty boilers in
2004 was much stronger as compared to 2003, but the lag between the time an order is bocked and revenue is recognized
can be more than one year. The revenues from the sale of Industrial boilers relate exclusively to our acquisition of Deltak
Power Equipment (China} Co., Ltd. on July 30, 2004. In light of increased bookings for Specialty boilers and the ownership of
Deltak Power Equipment (China) Co., Ltd. for all of 2005, we expect Specialty boiler and Industrial boiler revenues to increase
in 2005.

Auxiliary Power Equipment segment revenues decreased 19.1% to $116.4 million for 2004. Revenues for exhaust
systems decreased by 18.7% to $39.4 million. This decline is primarily due the downturn of the domestic power market result-
ing in a significantly lower level of orders. Revenues for inlet systems and other equipment decreased by 27.0% to $43.0
million and 7.0% to $34.0 million, respectively. The significant decrease is also due to a significantly lower level of domestic
orders booked during 2003 and 2004. '

The following table presents our revenues by geographic region {(dollars in millions):

2004 2003
Percent Percent Percent
Revenue of Total Revenue of Total Change
North America $93.5 40.0% $180.8 68.5% -48.3%
Asia 66.6 28.5% 17.7 6.7% 276.3%
Middle East 39.8 17.0% 144 5.5% 176.4%
Europe 243 10.4% 39.0 14.8% -37.7%
South America 0.7 0.3% 1.4 0.5% -50.0%
Other 8.8 3.8% 10.5 4.0% -16.2%
Total $233.7 100.0% $263.8 100.0% -11.4%

Revenues in North America comprised 40.0% of our revenues for 2004 and 68.5% of our revenue for fiscal year 2003.
Revenues in North America decreased 48.3% to $93.5 million for 2004, primarily as a result of the decrease in the develop-
ment of gas turbine power plants in the U.S. gas turbine power generation equipment industry beginning in the latter half of
2001 and continuing into 2004, A number of factors have contributed to this situation such as debt and liquidity issues of
several merchant power producing companies. While it is believed that the long-term need for power plants on a world-wide
basis is substantial, the current demand in the United States has slowed considerably and is expected to remain depressed in
2005. We expect Mexico and Canada to remain good markets for our products in 2005.

Revenues in Asia increased 276.3% for 2004 to $66.6 miliion, as the Company began to recognize significant revenue
from orders we received from Chinese and other Asian customers in the first quarter of 2004. Due to its growing economy
and acute shortage of power generating capacity, Asia represents a significant growth opportunity and is expected to account
for an increasingly large proportion of the Company's revenues over the next several years. Revenues in Europe decreased by
37.7% to $24.3 million primarily as a result of a decreased demand for our products in Europe, but we expect this to improve
in 2005 based on recent orders received. Middle East revenues were $39.8 million for 2004 as compared to $14.4 million for
fiscal year 2003. Most of the revenue relates to several large orders in Saudi Arabia. The Middle East remains one of the most
active markets for new power projects.

Gross Profit. Gross Profit decreased 45.1% to $39.3 million for 2004 from $71.5 million for fiscal year 2003. While total
revenues decreased approximately 11.4%, the gross profit as a percentage of revenue decreased from 27.1% in 2003 to
16.8% in 2004. The primarily reasons for the decrease in gross margins are as follows:
o Steel prices in 2004 were much higher than expected. Steel prices rose dramatically throughout 2004, Our ability to
recover these higher costs from our customers on fixed price contracts was limited.
o Increased competition led to lower overall pricing for projects in 2004 as the source of revenues shifted dramatically
from the United States and Europe to Asia and the Middle East.
o Qur product mix in 2003 resulted in a more favorable gross margin as compared to 2004. During 2004, our product
mix shifted to lower margin components relative to the prior year.
o The 2003 gross profit benefited from actual project costs being lower than originally estimated and recorded on prior
year projects due to favorable outcome of backcharges, claims and various other contingencies. The 2004 gross
margin benefited from these items somewhat in 2004, but that benefit was much lower as compared to 2003.
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Throughout a project’s life cycle, gross profit percentages are continually monitored and, as actual project costs are
incurred and other unforeseen events occur, our cost estimates and corresponding margins and revenues will continue to be
positively and negatively impacted. We expect gross profit percentage in 2005 to be lower than prior years due to continued
high steel prices and intense competition.

Selling and Administrative Expenses. Selling and administrative expenses increased 2.8% to $39.2 million for fiscal year
2004 from $38.1 million for fiscal year 2003. Excluding the effect of restructuring costs of $4.8 million and $3.4 million,
respectively, total selling and administrative expenses in 2004 were comparable to 2003.

As a percentage of revenues, selling and administrative expenses increased to 16.8% for 2004 from 14.4% for the
comparable period of fiscal year 2003 as a result of our decreasing revenues and higher restructuring costs in 2004
compared to 2003.

Operating Income. Operating income decreased to $0.1 million for 2004 from $33.4 million in fiscal year 2003. The decrease
in revenues and gross profit were the main contributors to this decrease. In the fourth quarter of 2004, we experienced an
operating loss of approximately $2.4 million. Included in that loss were unrealized losses on several forward foreign currency
contracts, management restructuring and operational restructuring costs. Except for the unpredictable impact of future
unrealized gain or loss on forward foreign currency contracts, we do not expect to incur these types of charges in 2005 and,
therefore, believe that our operating income will be positive in future guarters.

Interest Expense. Interest expense decreased to $1.3 million for 2004 from $1.5 million for fiscal year 2003. For the first nine
months of 2004, interest expense was at a much lower run rate than 2003 due to a significant reduction of debt during 2003
and the first half of 2004 resulting from voluntary principal payments. This trend reversed in the fourth quarter of 2004 due to
higher total debt as well as higher debt issuance cost amortization from the refinancing of our senior credit facility and the
issuance of the convertible notes to finance the acquisition of WISG. In addition, our overall debt level at year-end 2004 was
much higher than year-end 2003 with the inclusion of the convertible notes.

Our year-end 2004 borrowing rate increased approximately 197 basis points from year-end 2003 due to general market
conditions and the borrowing terms of the new senior credit facility. At December 31, 2004, the average interest rate on our
term debt was 4.43%, and our convertible notes bear interest at a fixed rate of 4.25%.

Income Taxes. The Company is currently reflecting a 38% effective tax rate in the 2004 tax provision. Qur continued amortiza-
tion of goodwil, for income tax reporting purposes, will allow us to reduce cash paid for future taxes by approximately $6.4
million annually, but will not reduce future income tax expense. We had approximately $37.3 million of federal net operating
loss carrybacks and $O of federal loss carryforwards at December 31, 2004. The related income tax receivable is reflected in
other current assets. The Company also has state net operating loss carryforwards of approximately $35.2 million, which will
begin expiring in the years 2008 through 2023 and foreign net operating loss carryforwards of $1.6 million, which will expire
in 2014. The related tax benefit is reflected in the deferred tax assets.

Backlog. Backlog increased to approximately $308.9 million at December 31, 2004, compared to $178.5 million at December
27, 2003. Based on current production and delivery schedules, we believe that up to $228.8 million, or 74%, of our backlog
at December 31, 2004, will be recognized as a portion of our revenues in 2005. Our backlog consists of firm orders from our
customers for projects in progress. Bookings of projects can only be reflected in the backlog when the customers have made
a firm commitment. Backlog may vary significantly quarter to quarter due to the timing of customer commitments. During
2004, we removed bookings of approximately $17 million, with zero bookings removed in the fourth quarter. Cancellation fees
and revenue recognition have normally exceeded our out-of-pocket costs on projects removed from backlog.

Fiscal Year 2003 compared to Fiscal Year 2002

Revenues. Revenues decreased 55.0% to $263.8 million for the fiscal year 2003 from $586.8 million for the fiscal year 2002.
This decrease was due to a continued decline in new orders for both Heat Recovery and Auxiliary Power equipment, primarily
in the United States market. Demand in the gas turbine power generation equipment industry began to decrease during the
|latter half of 2001, and that trend continued into 2003. Consequently, the development of domestic gas turbine power plants
slowed considerably beginning in the latter half of 2001. As a result, our revenues in fiscal 2003 were significantly lower than
revenues in 2002 due to the downturn in new power plant construction within the United States.
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The following table sets forth our segment revenues for fiscal years 2003 and 2002 (dollars in thousands):

Revenues
Percent
2003 2002 Change
Heat Recovery Equipment Segment:
HRSGs S 86,667 $231,019 -62.5%
Specialty boilers 33,226 77,609 -57.2%
Total segment revenues $119,893 $308,628 -61.2%
Auxiliary Power Equipment Segment:
Exhaust systems S 48,463 S 67,375 -28.1%
Inlet systems 58,897 134,153 -56.1%
Other 36,525 76,649 -52.3%
Total segment revenues $143,885 $278,177 -48.3%
Total revenues $263,778 $586,805 -55.0%

Heat Recovery Equipment segment revenues decreased 61.2% to $119.9 million for the fiscal year 2003. Revenues for
HRSGs decreased 62.5% to $86.7 million. The volume and size of orders booked into backlog decreased dramatically during
2002 and 2003, which results in lower revenues in the following periods. Revenues for specialty boilers decreased by 57.2%
to $33.2 million. This decrease was due in part to a lower level of revenues for selective catalytic reduction (SCR) units. The
large decrease in SCR units was expected, and was due to one-time environmental compliance related investments made in the
U.S., which were largely completed in 2001 and 2002.

Auxiliary Power Equipment segment revenues decreased 48.3% to $143.9 million for fiscal year 2003. Revenues for
exhaust systems decreased by 28.1% to $48.5 million. This decline was primarily due the downturn of the domestic power
market resulting in a significantly lower level of orders. Revenues for inlet systems and other equipment decreased by 56.1%
to $58.9 million and 52.3% to $36.5 million, respectively. The significant decrease was also due to a significantly lower level
of domestic orders booked during 2002 and 2003.

The demand for our products and services depends, to a significant degree, on the continued construction of gas
turbine power generation plants. In fiscal year 2003, approximately 87% of our revenues were from sales of equipment and
provision of services for gas turbine power plants. Liquidity concerns in 2002 and continuing into 2003 in the merchant power
production sector reduced the availability of financing for power plant development in the United States and caused the market
for our products to decline. While it is believed that the long-term need for gas fired power plants on a world-wide basis is
substantial, lower demand in the United States during 2002 and 2003 negatively impacted our bookings and revenue.

The following table presents our revenues by geographic region (dollars in millions):

2003 2002
Percent Percent Percent
Revenue of Total Revenue of Total Change
North America $180.8 68.5% $483.5 82.4% -62.6%
South America 1.4 0.5% 8.8 1.5% -84.1%
Europe 39.0 14.8% 48.5 8.3% -19.6%
Asia 17.7 6.7% 30.8 5.2% -42.5%
Other 24.9 9.5% 15.2 2.6% 63.8%
Total $263.8 100.0% $586.8 100.0% -55.0%

Revenues in North America comprised 68.5% of our revenues for fiscal year 2003 and 82.4% for fiscal year 2002.
Revenues in North America decreased 62.6% to $180.8 million for fiscal year 2003, primarily as a result of a significant
decrease in the volume of products sold. This volume decrease was caused primarily by the decrease in the development of
gas turbine power plants in the U.S. gas turbine power generation equipment industry beginning in the latter half of 2001 and
continuing into 2003. A number of factors contributed to this situation such as debt and liquidity issues of several merchant
power producing companies.

Revenues in Asia decreased 42.5% for fiscal year 2003 to $17.7 million. For 2003, delays in booking new business in
Asia impacted revenues. While the outbreak of Severe Acute Respiratory Syndrome (SARS) was not a significant factor, delays
for other components on certain Asia projects from other vendors impacted the timing of recording bookings and correspond-
ing revenue. Revenues in Europe decreased by 19.6% to $39.0 miflion primarily as a result of a significant decrease in the
volume of products sold.

Other revenues increased to $24.9 million for fiscal year 2003 primarily as a result of an increase in the number of
projects in the Middle East.
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Gross Profit. Gross Profit decreased 46% to $71.5 million for fiscal year 2003 from $131.4 million for fiscal year 2002. While
total revenues decreased approximately 55%, the gross profit as a percentage of revenue increased by 4.7%. The 2003 gross
profit as a percentage of revenue benefited primarily from lower production costs by shifting fabrication to lower cost sources
as well as improved product mix within the two operating segments. Additionally, the 2003 gross profit as a percentage of rev-
enue benefited by approximately $7.4 million, or 2.8%, from actual project costs being lower than originally estimated and
recorded on prior year projects due to the favorable outcome of backcharges, claims and other various contingencies.
However, this benefit was partially offset by overhead charges (including severance pay and other underutilized plant costs) of
approximately $6.1 million or (2.3%) as a result of significant reduction of manufacturing in our Clinton, South Carolina, Tulsa,
Oklahoma and Toluca, Mexico plants.

As a result of our focus to shift our manufacturing capacity to lower cost sources, in March 2002, management
approved and executed a plan to shut down our facility in Fort Smith, Arkansas, effective April 30, 2002, The assets, which
were included in our Auxiliary Power Equipment segment, have been disposed. Additionally, in connection with the lay offs of
the employees, the Auxiliary Power Equipment segment recorded $875,000 of severance costs (included as a compaonent of
cost of goods sold), related to the elimination of approximately 100 employee positions at the Fort Smith plant, during the first
quarter of 2002. All severance costs were paid in 2002,

Selling and Administrative Expenses. Selling and administrative expenses decreased 9.8% to $38.1 million for fiscal year 2003
from $42.2 million for fiscal year 2002. Not including approximately $1.0 million of costs incurred related to our strategic
acquisition efforts incurred in fiscal year 2003, selling and administrative costs decreased approximately $5.1 million. This
decrease was due to decreases in sales and administrative personnel occurring in the latter part of 2002 as well as other cost
savings measures implemented in response to the downturn in the U.S. power market. Excluding fourth quarter restructuring
costs of $3.4 million, selling and administrative expenses were $34.7 million for 2003.

As a percentage of revenues, selling and administrative expenses increased to 14.4% for fiscal year 2003 from 7.2%
for the comparable period of fiscal year 2002 as a result of our decreasing revenues and as a result of the previously detailed
restructuring costs incurred in the fourth quarter of 2003.

Operating Income. Operating income decreased to $33.4 million for fiscal year 2003 from $89.3 million in fiscal year 2002.
The decrease in revenues and associated gross profit were the main contributors to this decrease.

Interest Expense. Interest expense decreased to $1.5 million for fiscal year 2003 from $4.2 million for fiscal year 2002. This

decrease was due primarily to voluntary principal payments that reduced total debt by $35.1 million during 2003. Additionally,
our borrowing rate decreased by approximately 100 basis points due to general market interest rate reductions. At December
27, 2003, our term debt bore interest at an average rate of 2.46%.

Income Taxes. The Company used a 38% effective tax rate in the 2003 tax provision compared to the 39% effective tax rate
used in fiscal years 2002 and 2001. The decrease is due to the lower marginal tax rate at fower income levels. Our continued
amortization of goodwill, for income tax reporting purposes, will allow us to reduce cash paid for future taxes by approximately
$6.4 million annually, but will not reduce future income tax expense. We did not have any net operating loss carryforwards at
December 27, 2003.

Backlog. Backlog decreased to approximately $178.5 million at December 27, 2003, compared to $275.1 million at
December 28, 2002. Our backlog consists of firm orders from our customers for projects in progress. Bookings of projects
can only be reflected in the backlog when the customers have made a firm commitment. Backlog may vary significantly
quarter to quarter due to the timing of customer commitments. During fiscal year 2003, we removed bookings of approxi-
mately $35 million, with less than $1 million removed in the fourth quarter. Cancellation fees and revenue recognition have
normally exceeded our out-of-pocket costs on the projects removed.

Liquidity and Capital Resources
Our primary sources (uses) of cash are net cash flow from operations and borrowings under our credit facilities. OQur primary
uses of this cash are principal and interest payments on indebtedness, capital expenditures and general corporate purposes.

Operating Activities. Net cash provided by (used in) operations decreased to $(11.0) million for 2004 from $24.4 million for
fiscal year 2003. Lower earnings was the primary reason for this decrease. The other primary component of the decrease
was the increase in working capital. The increase in working capital is related to the significant amount of new orders booked
during late 2003 and early 2004. The payment terms on these orders are less favarable when compared to historical orders
in other markets, which typically provide for greater upfront payments. Also contributing to the increase in working capital are
customer imposed shipping delays on some of our Auxiliary Power Equipment orders. In most instances, we may bill the
customers for these orders only when the equipment is shipped. If this trend in working capital continues, we will most likely
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be required to borrow on our revolving line of credit. In addition, as previously discussed and in anticipation of this unfavorable
trend in working capital, in March 2005, we amended our credit agreement. Pursuant to the amendment, our lenders waived
compliance with the fixed charge coverage ratio for the period ended March 31, 2005, modified our leverage ratic covenants
and increased our letter of credit sub-limit within the revolving line of credit.

Net cash provided by operations decreased 76.3% to $24.4 million for fiscal year 2003 from $103.1 million for fiscal
year 2002. Lower earnings and higher working capital were the primary reasons for the change. However, working capital in
2002 was unusually low given the level of revenues. During the second quarter of 2002, we received $69.0 million from
progress payments on three large Heat Recovery Equipment projects.

Investing Activities. Net cash provided by (used in) investing activities was $(85.0) million for 2004 as compared to $0.2
million for fiscal year 2003 due to the acquisition of Deltak Power Equipment (China) Co., Ltd., the increase in restricted cash
to be used to acquire WISG in April 2005 and an increase in capital expenditures. Net cash provided by investing activities
increased to $0.2 million for fiscal year 2003 from $(2.7) million for fiscal year 2002 due to our decrease in capital expendi-
tures in 2003 and proceeds from the sale of Ft. Smith assets during 2003.

Financing Activities. Net cash provided by {used in} financing activities was $68.0 million for 2004 as compared to $(34.7)
milfion for fiscal year 2003 due to the refinancing of the Company’s senior credit facility and the issuance of $69.0 million of
convertible notes. Net cash provided by (used in) financing activities was $(34.7) million in fiscal year 2003 compared to
$(45.5) million in fiscal year 2002. Long-term debt payments of $35.1 million and proceeds of $0.4 million from the issuance
of common stock comprised the activity for 2003. Activity in 2002 consisted of net payments on our revolving line of credit
facility of $8.5 million as well as payments on our term debt of $37.0 million.

On October 1, 2004, the Company refinanced certain indebtedness outstanding under its existing amended and
restated senior credit facility using proceeds from a new credit agreement entered into with Bank of America, N.A,, as
Administrative Agent, as well as four other lenders. In addition, on November 23, 2004, the Company issued $69 million of
convertible senior subordinated notes. The terms and conditions of the new senior credit facility and convertible senior
subordinated notes are explained in Note 7 to the consolidated financial statements. Based on the terms of the senior credit
and convertible notes agreements, $74.4 million of our cash at December 31, 2004 was restricted. We expect to use $57.7
million of the restricted cash for the purchase of WISG in April 2005. Of the remaining $16.7 million of restricted cash, $9.0
million is escrowed until August 2005 to be used in the event that the noteholders redeem up to $9.0 million of the notes. In
the event that the WISG transaction is not consummated by April 30, 2005, an additional $7.7 million will be held in escrow for
the benefit of the convertible note investors until the WISG acquisition is consummated.

Both the senior credit facility and the convertible senior subordinated notes require the Company to comply with
various operating and financial covenants. Some of the covenants in our credit agreement were modified in March 2005.
Management currently anticipates that the Company will comply with these amended covenants for the remainder of 2005.
However, because our financial performance is impacted by various economic, financial, and industry factors, we cannot say
with certainty whether we will satisfy these covenants in the future. Noncompliance with these covenants would constitute an
event of default, allowing the lenders to accelerate the repayment of any borrowings outstanding under the related senior
credit facility and convertible notes. While no assurances can be given, we believe that we would be able to successfully
negotiate amended covenants or obtain waivers if an event of default were imminent; however, we might be required to make
certain financial concessions. Our business, results of operations and financial condition would be adversely affected if we
were unable to successfully negotiate amended covenants or obtain waivers on acceptable terms,

Cash Obligations. Under various agreements, we are obligated to make future cash payments in fixed amounts. These include
principal and interest payments under our senior credit facility and convertible senior subardinated notes, our agreement with
Harvest Partners, Inc. (Harvest), the 2003 management restructuring plan (including retirement and severance benefits and
consulting fees) and rent payments required under operating lease agreements.

The following table summarizes our fixed cash obligations as of December 31, 2004 over various future periods
(dollars in thousands):

Payments Due by Period

Less than 1-3 4-5 After 5
Contractual Cash Obligations 1 Year Years Years Years Total
Long-term debt * $20,764 $25,384 $ 9,698 $62,932 $118,778
Restructuring costs 3,420 425 — — 3,845
Operating leases . 2,149 4,777 2,116 — 9,042
Total contractual cash obligations $26,333 $30,586 $11,814 $62,932 $131,665

(1} Represents principal payments due under the senior credit facility, the convertible senior subordinated notes and the related interest. The interest on the senior credit facility for
all periods has been computed using the interest rate in effect at December 31, 2004, and the interest rate on the convertible senior subordinated notes is fixed at 4.25%.
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In addition to the contractual cash obligations in the table above, we are contractually committed to annual payments of
certain fees for financial advisory and strategic planning services to Harvest which is explained in Note 5 to the consolidated
financial statements. in the fourth quarter of 2004, the fee was restructured from a fixed annual fee to an amount comprised
of a fixed annual fee plus a variable amount based on the Company's EBITDA.

While estimated costs related to product warranty are accrued as revenue is recognized, the actual cash payments for
warranty claims can vary widely from year to year. A reconciliation of the changes to our warranty liability for 2004 and 2003
is located in the Critical Accounting Policies section in “ltem 7. Management’s Discussion and Analysis of Financial Condition
and Resuits of Operations” of our Form 10-K.

The Company has various future obligations in connection with its 2003 management restructuring plan. A full discussion
of the management restructuring plan is located in the Overview section of “ltem 7. Management's Discussion and Analysis of
Financial Condition and Results of Operations.”

At December 31, 2004 we had a contingent liability for stand-by letters of credit totaling $40.8 million that have been
issued and are outstanding that generally were issued to secure our performance on customer contracts. Currently, there are
no amounts drawn upon these letters of credit. In addition, upon the acquisition of WISG which is expected to occur in April
2005, we will be required to collateralize its bonding requirements.

At December 31, 2004, the Company had available cash on hand of approximately $24.3 million and approximately
$34.2 miflion of available capacity under its revolving credit facility. Given the significant amount of new orders booked in the
last six months of 2004 and thus far in 2005, coupled with the less favorable payment terms on some of our larger Heat
Recovery Equipment orders, the Company expects to utilize the revolving line of credit to fund its 2005 working capital needs.
The Company estimates that capital expenditures in 2005 will be approximately $1.4 million. The amount of cash flows
generated from operations is subject to a number of risks and uncertainties, including the continued construction of gas
turbine power generation plants as well as other risks described under “ltem 1. Business- Risk Factors” in our Form 10K. In
2005, the Company expects to consumate the acqusition of WISG. The Company may actively seek and consider additional
acquisitions of or investments in complementary businesses, products or services. The consummation of any acquisition using
cash will affect the Company’s liquidity.

Related Parties

Affiliates of Harvest are our largest stockholders. In addition, two of the directors that serve on our board are general partners
of Harvest. During fiscal years 2004, 2003 and 2002, we incurred consulting expenses from Harvest in the amounts of

$1.0 million, $1.3 million and $1.3 million, respectively. Under a management agreement with Harvest we are contractually
committed to annual payments of certain fees for financial advisory and strategic planning services to Harvest as explained in
Note 5 to the consolidated financial statements.

Recent Accounting Pronouncements and Legislation

In November 2004, the Financial Accounting Standards Board (FASB) issued FASB 151 “Inventory Costs, an amendment of
ARB No. 43, Chapter 4.” FASB 151 requires companies to expense all abnormal amounts of inventory costs such as idle
facility, freight, handling costs and spoilage. ARB No. 43 allowed companies to capitalize these costs under certain circum-
stances. FASB 151 is effective for fiscal years beginning after June 15, 2005. The Company does not expect FASB 151 to
have a material impact on the consolidated financial statements,

In December 2004, the FASB issued FASB 153 “Exchanges of Nonmonetary Assets, an amendment of APB Opinion No.
29." FASB 153 amends APB No. 29 to eliminate the exception for nonmonetary exchanges of similar productive assets and
replaces it with a general exception for exchanges of nonmonetary assets that do not have commercial substance. FASB 153
is effective for fiscal years beginning after June 15, 2005. The Company does not expect adoption of FASB 153 to have an
impact on the consolidated financial statements.

In December 2004, the FASB issued FASB 123R (revised 2004) “Share-Based Payment.” FASB 123R is a revision of
FASB 123 “Accounting for Stock-Based Compensation”, and it supercedes APB Opinion No. 25 “Accounting for Stock Issued to
Employees.” FASB 123R provides guidance on transactions whereby companies exchange equity instruments for goods and
services. This new rule requires companies to expense the fair market value of stock options issued to employees. FASB 123R
is effective for interim periods beginning after June 15, 2005. The impact of FASB 123R on the Company is more fully
described in Note 2 to the consolidated financial statements.

On October 22, 2004, President Bush signed the American Jobs Creation Act of 2004. The Act creates a temporary
incentive for U.S. corporations to repatriate accumulated income earned abroad by providing an 85% dividends received
deduction for certain dividends from controlled foreign corporations, replacement of the extraterritorial income exclusion (ET})
with a domestic manufacturing deduction and various other tax incentives to generate American job growth. The deduction is
subject to a number of limitations and, as of today, uncertainty remains as to how to interpret numerous provisions of the Act.
As such, we will assess our position on repatriation of foreign earnings in 2005. Currently, we estimate the range of dividends
to be repatriated to be $0 to $5 million.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We are exposed to market risks. Market risk is the potential loss arising from adverse changes in market prices and interest
and foreign currency rates. We do not enter into derivative or other financial instruments for speculative purposes. Our market
risk could arise from changes in the creditworthiness of customers, interest rates, foreign currency exchange and steel prices.

Credit Risks. Our financial instruments that are exposed to concentrations of credit risk consist primarily of trade receivables.
Given the nature of our business, we typically have significant amounts due from a relatively low number of customers. At
December 31, 2004, 34% of our trade receivables were due from three customers. In order to reduce our risk of non-
collection, we perform extensive credit investigation of all new customers.

Interest Rate Risk. We are subject to market risk exposure related to changes in interest rates. Assuming our current level of
borrowings, a 100 basis point increase in interest rates under our adjustable rate borrowings would have increased our inter-
est expense for 2004 by approximately $0.8 million. However, under the terms of our senior credit facility, we are allowed to
lock into interest rates for a period of up to twelve months on our long-term debt. In December 2004, we entered into fixed
rate agreements yielding an average rate of 4.43% with varying maturity dates extending as long as nine months on all of our
term loan as of the end of 2004,

The interest rate on our convertible senior subordinated notes is fixed at 4.25% for the life of the notes.

Foreign Currency Exchange Risk. Portions of our operations are located in foreign jurisdictions including Europe, Mexico

and China. Our financial results could be affected by factors such as changes in foreign currency exchange rates or weak
economic conditions in foreign markets. In addition, sales of products and services are affected by the value of the United
States dollar relative to other currencies. Changes in currency rates may affect our cost of materials or labor purchased in
foreign countries. We attempt to manage portions of our foreign currency exposure through denomination of cash receipts and
cash disbursements in the same currency. Periodically, we manage our foreign currency exposure through the use of foreign
currency forward exchange agreements. Forward agreements totaling $30.8 million were in place at December 31, 2004 with
varying amounts due through August 2007. Of the $30.8 miillion, $29.6 million represents forward contracts to sell Euros in
the future for a specific number of U.S. dollars. Currently, the Company recognizes changes in the fair values of the forward
agreements through cost of sales. The fair value of unrealized losses on the forward agreements of approximately $0.6 million
at December 31, 2004 is included in earnings.

Given the significant increase in the value of our forward agreements from 2003 to 2004, our future earnings may be
dramatically impacted by unrealized gains and losses resulting from changes in the Eurc. A one percent, five percent and ten
percent change in the forward rate would result in an additional unrealized gain or loss of $0.3 million, $1.3 million and $2.7
million, respectively, based on the amount hedged at December 31, 2004.

Steel Price Risk. Since no futures market exists for steel, it is difficult to implement forward hedging programs to purchase
steel that we may require on any given project on which we bid. Additionally, given the competitive nature of the bidding
process, we have chosen not to speculate on steel prices by placing large quantities of steel into inventory in anticipation that
we may win any particular award. During the later part of 2004, we implemented various programs to minimize the impact of
rising steel costs, including working more closely with our suppliers, our manufacturing partners and our customers. We are
evaluating other steps to minimize the impact of rising steel costs. As an example, we have shortened the time between
proposal and order acceptance on projects that we pursue.

At the beginning of 2005, we remain vulnerable to rising steel costs and believe our gross margins will remain lower
than our historical average. If and when steel prices stabilize and then decline, we believe the pressure on our gross margin
will subside. However, given the volume of lower margin jobs that were booked into our backlog during late 2004, we believe it
could take several quarters for our profitability to improve given the impact of hlgher than expected steel costs and the related
competitive market conditions.
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Management of Global Power Equipment Group Inc. is responsible for establishing and maintaining adequate internal control
over financial reporting as defined in Rules 13a-15(f) and 15d-15(f) under the Securities Exchange Act of 1934. The Company’s
internal control over financial reporting is designed to provide reasonable assurance regarding the reliability of financial report-
ing and the preparation of financial statements for external purposes in accordance with generally accepted accounting princi-
ples. The Company’s internal control over financial reporting includes those written policies and procedures that:
o Pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of assets;
o Provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with United States generally accepted accounting principles;
o Provide reasonable assurance that receipts and expenditures are being made only in accordance with authorizations
of management and directors; and
o Provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition
of assets that could have a material effect on the consolidated financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inade-
quate because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

Management assessed the effectiveness of internal control over financial reporting as of December 31, 2004.
Management based this assessment on criteria for effective internal control over financial reporting described in Internal
Control - Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission.
Management's assessment included an evaluation of the design and testing of the operational effectiveness of its internal
control over financial reporting. Management reviewed the results of its assessment with the Audit Committee of the Board
of Directors.

Based on this assessment, management determined that, as of December 31, 2004, the Company maintained effective
internal control over financial reporting.

The scope of management’s assessment of the effectiveness of internal control over financial reporting as of
December 31, 2004 excludes Deltak Power Equipment (China) Co., Ltd., which the Company acquired on July 30, 2004,
Deltak Power Equipment (China) Co., Ltd. is a 90% owned subsidiary whose total assets and total revenues represent
6.8% and 3.2%, respectively, of the related consolidated financial statement amounts as of and for the year ended
December 31, 2004.

Our assessment of the effectiveness of our internal controls over financial reporting as of December 31, 2004 has
been audited by PricewaterhouseCoopers, LLP, an independent registered public accounting firm, as stated in their report
which is located immediately following this report.
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CONSOLIDATED BALANCE SHEETS

December 31,

December 27,

{in thousands) 2004 2003
ASSETS
Current assets:
Cash and cash equivalents S 24,331 $ 51,315
Restricted cash 16,669 —
Accounts receivable, net of aliowance of $894 and $1,325 40,260 42,582
Inventories 8,857 3,013
Costs and estimated earnings in excess of billings 60,861 40,706
Deferred income taxes 10,576 17,315
Other current assets 15,966 3,983
Total current assets 177,520 158,914
Property, plant and equipment, net 22,983 20,740
Deferred income taxes 51,030 55,094
Goodwill 45,000 45,000
Restricted cash 57,688 —
Other assets 12,673 1,248
Total assets $366,894 $280,996
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Current maturities of long-term debt S 16,854 S 14
Accounts payable 27,852 18,974
Accrued compensation and employee benefits 4,545 7,285
Accrued warranty 9,758 15,004
Billings in excess of costs and estimated earnings 52,707 53,293
Other current liabilities 8,005 5,203
Total current labilities 119,721 99,773
Other long-term liabilities 4 374 1,888
Long-term debt, net of current maturities 78,750 24,949
Minority interest 1,629 —
Commitments and contingencies {Notes 5 and 9}
Stockholders’ equity:
Preferred stock, $0.01 par value, 5,000,000 shares authorized,
no shares issued or outstanding — —
Common stock, $0.01 par value, 100,000,000 shares authorized,
46,770,314 and 45,207,930 shares issued and outstanding
for 2004 and 2003 ' 468 452
Paid-in capital deficit (17,698) (25,492)
Deferred compensation QL —
Accumulated comprehensive income 3,636 2,616
Retained earnings 176,105 176,810
Total stockholders’ equity 162,420 154,386
Total liabilities and stockholders’ equity $366,894 $280,996

The accompanying notes are an integral part of these consolidated financial statements.

45



CONSOLIDATED STATEMENTS OF OPERATIONS

For the Year

For the Year

For the Year

Ended Ended Ended
December 31, December 27, December 28,
(in thousands, except per share amounts) 2004 2003 2002
Revenues $233,692 $263,778 $586,805
Cost of sales 194,435 192,281 455,339
Gross profit 39,257 71,497 131,466
Selling and administrative expenses 39,162 38,083 42,212
Operating income 95 33,414 89,254
Interest expense 1,281 1,504 4,210
Income {loss) before income taxes and minority interest (1,186) 31,910 85,044
Income tax provision (benefit}) (451) 12,126 33,167
Income (loss) before minority interest {(735) 19,784 51,877
Minority interest (30) — —
Net income (loss) available to common stockholders S (705) S 19,784 S 51,877
Earnings per weighted average common share:
Basic:
Net income (loss) available to common stockholders S (0.02) S 0.44 $ 1.18
Weighted average number of shares of common stock
outstanding-basic 46,195 44,521 43,959
Diluted:
Net income (loss) available to common stockholders S (0.02) $ 043 S 114
Weighted average number of shares of common stock
outstanding-diluted 46,195 45,911 45,636
The accompanying notes are an integral part of these consolidated financial statements.
CONSQOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
For the Year For the Year For the Year
Ended Ended Ended
December 31, December 27, December 28,
(in thousands, except per share amounts) 2004 2003 2002
Net income {loss) S (705 $ 19,784 $ 51,877
Foreign currency translation adjustments 1,020 1,794 902
Comprehensive income $ 315 $ 21,578 $ 52,779

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS EQUITY (DEFICIT)

Accumulated

Paid-in other
Common Shares Capital Retained Deferred comprehensive
Shares Amount { Deficit ) earnings compensation income (loss) Total
Balance, December 29, 2001 43,953,340 S 440 S (28,329) $105,149 S — 5§ (80} S 77,180
Exercise of options 23,339 — 8 — — —_— 8
Foreign currency translation
adjustment — — — — — 902 902
Net income — — — 51,877 — — 51,877
Balance, December 28, 2002 43,976,679 440 (28,321) 157,026 — 822 129,967
Exercise of options 1,231,251 12 431 — — — 443
Tax benefit on exercise of
stock options — —_ 2,393 — — — 2,393
Stock-based compensation — — 5 — — — 5
Foreign currency translation
adjustment — — — - — 1,794 1,794
Net income — — — 19,784 — — 19,784
Balance, December 27, 2003 45,207,930 452 (25,492) 176,810 — 2,616 154,386
Exercise of options 1,552,384 16 1,729 — — — 1,745
Tax benefit on exercise of )
stock options — — 5,392 — — — 5,392
Stock-based compensation — — 580 — — — 580
Restricted stock award 10,000 — 93 — {93) — —
Amortization of restricted stock — — — — 2 — 2
Foreign currency transiation
adjustment — — — — — 1,020 1,020
Net loss — — — (705) — — {(705)
Balance, December 31, 2004 46,770,314 S 468 $(17,698) $176,105 $ (Gl) S 3636 $162,420

The accompanying notes are an integral part of these consolidated financial statements,
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CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Year

For the Year

For the Year

Ended Ended Ended
December 31, December 27, December 28,
{in thousands) 2004 2003 2002
Operating activities:
Net income {loss) S (705) $ 19,784 $51,877
Adjustments to reconcile net income to
net cash (used in) provided by operating activities-
Write-down of fixed assets (Note 2) 489 — —
Depreciation and amortization 4,276 4,202 4,625
Deferred income taxes 10,803 11,464 3,334
Loss on disposal of equipment 577 402 494
Changes in operating items (Note 10) (25,111) (13,364) 42,758
Other long-term liabilities (1,915) 1,888 —
Stock-based compensation 582 5 —
Net cash (used in) provided by operating activities (11,004) 24,381 103,088
Investing activities:
Purchase of a business, net of cash acquired (8,710) — —
Net change in restricted cash {(Notes 2 and 7) (74,357) — —
Proceeds from sale of equipment 30 606 208
Purchases of property, plant, and equipment {1,942) (411) (2,869)
Net cash (used in) provided by investing activities (84,979 195 (2,661)
Financing activities:
Proceeds from revolving credit facility 4,369 — 124,000
Payments on revolving credit facility {1,524) — {132,550)
Proceeds from issuance of long-term debt 94,000 — —
Payments on long-term debt (26,204) (35,110) (37,006)
Proceeds from exercise of stock options 1,745 443 8
Increase in deferred financing costs (4,384) — —
Net cash provided by {used in) financing activities 68,002 (34,667) (45,548)
Effect of exchange rate changes on cash 997 2,364 1,728
Net (decrease) increase in cash and cash equivalents {26,984) (1,727 56,607
Cash and cash equivalents, beginning of period 51,315 59,042 2,435
Cash and cash equivalents, end of period $ 24,331 $ 51,315 $59,042

The accompanying notes are an integral part of these consclidated financial statements.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1. BUSINESS AND ORGANIZATION
Global Power Equipment Group Inc. and subsidiaries (the “Company” or “GPEG", formerly GEEG Holdings, L.L.C.) designs,
engineers and manufactures heat recovery and Auxiliary Power Equipment. Our products include:

* heat recovery steam generators; s exhaust systems;

» filter houses; diverter dampers;

¢ inlet systems; specialty boilers and related products; and

¢ gas turbine, steam turbine and generator enclosures; industrial boilers.

The Company’s corporate headquarters are located in Tulsa, Oklahoma, with operating facilities in Plymouth, Minnesota;
Tulsa, Oklahoma; Auburn, Massachusetts; Monterrey, Mexico; Shanghai, China; Nanjing, China, and Heerlen, Netherlands.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation. The accompanying consolidated financial statements include the accounts of Global Power
Equipment Group Inc. and its wholly owned and majority owned subsidiaries: Deltak; Deltak Construction Services, Inc.; Deltak
Europe - BY; Deltak Israel, Ltd.; Braden Manufacturing, L.L.C. (Braden); Braden Construction Services, Inc.; Braden Europe -
BV; Braden Manufacturing S.A. de C.V.; Global Power Equipment {Shanghai) Co., Ltd. and Deltak Power Equipment (China) Co.,
Ltd. All intercompany accounts and transactions have been eliminated in consolidation.

Fiscal Year End. Effective for the fourth quarter of 2004 and periods beyond, the Company's Board of Directors approved a
change in the fiscal year-end from the last Saturday in December to December 31. Accordingly, references to 2004 or to
fiscal year 2004 refer to the fiscal year ended December 31, 2004, Prior to 2004, the Company used a 52-/53-week fiscal
year ending on the last Saturday in December. As a result, references in this report to fiscal year 2003 refers to the fiscal year
ended December 27, 2003, and fiscal year 2002 refers to the fiscal year ended December 28, 2002. The fiscal years 2003
and 2002 include 52 weeks, and 2004 includes 53 weeks.

Cash and Cash Equivalents. The Company considers all highly fiquid investments that are convertible into known amounts
of cash and have original maturities of three months or less to be cash equivalents. Cash equivalents consist primarily of
investments in commercial paper.

Restricted Cash. Restricted cash represents cash and cash equivalents that are not available for withdrawal by the Company.
The noncurrent portion of the restricted cash is expected to be used to finance the WISG acquisition.

Inventories. Inventories consist of raw materials and are stated at the lower of first-in, first-out cost, average cost or market.
Property, Plant and Equipment. Property, plant and equioment are stated at historical cost, less accumulated depreciation.

Depreciation is calculated using the straightdine method for financial reporting purposes over the estimated useful lives.
The Company's property, plant and equipment balances, by significant asset category, are as follows:

December 31, December 27,
{in thousands) 2004 2003 Lives
Land $ 1,650 § 2,418 —
Buildings and improvements 16,760 12,121 5-39 years
Machinery and equipment 14,845 - 13,462 5-12 years
Furniture and fixtures 6,645 6,514 2-10 years
39,900 34,515
Less accumulated depreciation (16,917 (13,775)
Property, plant and equipment, net $22,983 $20,740

Depreciation expense for 2004, 2003 and 2002 was $3.6 million, $3.6 million and $3.7 million, respectively. Costs of
significant additions, renewals and betterments are capitalized. When an asset is sold or otherwise disposed of, the related
cost and accumulated depreciation are removed from the respective accounts and the gain or loss on disposition is reflected
in earnings. Maintenance and repairs are charged to operations when incurred.
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Goodwill. Goodwill represents the costs of acquisitions in excess of the fair value of the net assets acquired and prior to fiscal
year 2002 was amortized using the straightline method over 30 years. Accumulated amortization as of December 23, 2001

was $4.7 million. Upon adoption of SFAS 142 on December 30, 2001, the Company no longer amortizes goodwill. Goodwill is
tested for impairment annually, or as events dictate; however, no impairment adjustments were required in 2002, 2003 or 2004.

Deferred Financing Costs. Deferred financing costs are amortized by the effective interest method over the terms of the
related debt facilities. Total interest expense associated with the amortization of these costs was $0.7 million, $0.6 million and
$0.9 million in 2004, 2003 and 2002, respectively.

Long-Lived Assets. Long-lived assets, such as property, plant and equipment and intangible assets, are evaluated for impairment
when events or changes in circumstances indicate that the carrying amount of the assets may not be recoverable through the
estimated undiscounted future cash flows from the use of these assets. No impairments were required in 2003 or 2002.

During the fourth quarter of 2004, the Company placed its Clinton, South Carolina plant and an insignificant amount of
equipment for sale. Since the property met the requirements of an “asset held for sale” in accordance with FASB 144
“Accounting for Impairment or Disposal of Long-Lived Assets,” the Company wrote down the property to its fair market value
less costs to sell and ceased depreciation. The remaining net book value of the property of approximately $1.2 million has
been reclassified to other assets on the balance sheet.

Warranty Costs. The Company typically warrants labor and fabrication for three years or less. Estimated costs of warranty
repairs are accrued and included on the accompanying consolidated balance sheets as Accrued warranty.

Income Taxes. The current provision for income taxes is based on current federal and state statutory rates which are adjusted
based on changes in tax laws and significant fluctuations in taxable income.

Deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences between the
financial statement carrying amounts of existing assets and liabilities and their respective tax basis. Deferred tax assets and
liabilities are measured using enacted tax rates expected to apply to taxable income in the years in which those temporary dif-
ferences are expected to be recovered or settled. The Company classifies deferred tax liabilities and assets into current and
non-current amounts based on the classification of the related assets and liabilities. Certain judgments are made relating to
recoverability of deferred tax assets, level of expected future taxable income and available tax planning strategies. These
judgments are routinely reviewed by management.

Insurance. Certain subsidiaries of the Company are selfinsured for health and workers’ compensation up to certain policy
flimits. Amounts charged to expense include insurance premiums and claims in 2004, 2003 and 2002 for these items of $2.1
million, $1.9 million and $3.0 million, respectively, and were based on actual and estimated claims incurred. The Company has
provided a $3.0 million letter of credit at December 31, 2004, as security for possible workers' compensation claims.

Revenue Recognition. GPEG has two segments: Heat Recovery Equipment and Auxiliary Power Equipment. Heat Recovery
Equipment products include heat recovery steam generators, heat recovery boilers, and other types of waste heat products.
Auxiliary Power Equipment products include exhaust and inlet systems, filter houses, retrofit activity, diverter dampers, turbine
enclosures and other power equipment.

Revenues for the Company’s Heat Recovery Equipment segment are recognized on the percentage-of-completion method
based on the percentage of actual hours incurred to date in relation to total estimated hours for each contract. Changes in job
performance, job conditions, estimated profitability and final contract settlements may result in revisions to costs and income,
and the effects of such revisions are recognized in the period that the revisions are determined. Revenues for the Company’s
Auxiliary Power Equipment segment are recognized on the completed-contract method due to the shortterm nature of the
product production period. The Company recognizes various types of service revenues as the services are provided. Service
revenues are not significant in any period presented.
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Major Customers. The Company has certain customers that represent more than 10 percent of consolidated revenues. The
revenue for these customers, as well as corresponding accounts receivable, as a percentage of the consolidated revenues and
accounts receivable balances, for 2004, 2003 and 2002 are as follows:

Revenues Accounts Receivable
For the Year  For the Year  for the Year
Ended Ended Ended
December 31, December 27, December 28,

2004 2003 2002 2004 2003 2002

General Electric 32% 32% 35% 16% 27% 9%
The Southern Company 3% 7% 14% 0% 0% 0%
Exxon Mobil 3% 10% 1% 3% 9% 0%

Customers for both our Heat Recovery Equipment segment and our Auxiliary Power Equipment segment include OEMs,
engineering and construction firms, operators of power generation facilities and firms engaged across several process related
industries. The end users of most of our products are developers and operators of gas turbine power plants. Our top ten
customers vary from year to year due to the relative size and duration of our projects.

Accounts Receivable. Accounts receivable are reported net of allowance for doubtful accounts. The alfowance is based on
current conditions, review of specific accounts and other estimates based on the judgment of management.

Fair Value of Financial Instruments. The carrying amount of cash and cash equivalents, restricted cash, accounts receivable,
accounts payable, accrued expenses and shortterm debt approximates fair value due to the shortterm nature of these
instruments.

The fair value of the Company’s long-term debt is estimated based on the discounted value of the future cash flows
expected to be paid on the loans. The discount rate used to estimate the fair value of the loans is the rate currently available
to the Company for loans with similar terms and maturities. The fair value at December 31, 2004 and December 27, 2003
approximated the carrying value.

Income Per Common Share. Basic and diluted income per common share are calculated as follows:

(in thousands, except per share amounts) 2004 2003 2002
Numerator:
Net income {loss) available to common stockholders S {705) $ 19,784 $ 51,877

Basic earnings per common share;
Denominator:

Weighted average shares outstanding 46,195,357 44,520,607 43,958,918
Basic earnings per common share:
Net income {loss) available to common stockholders S (0.02) $ 0.44 S 1.18

Diluted earnings per common share:
Denominator:

Weighted average shares outstanding 46,195,357 44,520,607 43,958,918
Dilutive effect of options to purchase common stock — 1,390,217 1,676,626
Weighted average shares outstanding assuming dilution 46,195,357 45,910,824 45,635,544

Diluted earnings per common share:
Net income (loss) available to common stockholders $ (0.02) $ 0.43 S 1.14

Anti-dilutive stock options for 2004, 2003 and 2002 are 2,678,130, 1,293,000 and 566,000, respectively. The Company
must include the impact of the conversion of the convertible notes in its earnings per share calculation. Currently, the $69.0
million of convertible notes are convertibie into 6,503,299 common shares. The Company did not present the dilutive effect of
stock options and convertible shares for the 2004 income (loss) per share calculation as the presentation of any dilutive stock
options and convertible shares would have been anti-dilutive.
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Derivative Financial Instruments. SFAS 133, “Accounting for Derivative Instruments and Hedging Activities,” establishes
accounting and reporting standards requiring that every derivative instrument be recorded on the balance sheet as either an
asset or a liability measured at fair value. SFAS 133 requires that changes in a derivative’s fair value be recognized currently in
earnings unless specific hedge accounting criteria are met. Special accounting for qualifying hedges allows a derivative's gains
and losses to be deferred in other comprehensive income until the transaction occurs (“cash flow hedge”) or to offset related
results on the hedged item in the income statement (“fair value hedge”). Hedge accounting requires that a company formally
document, designate and assess the effectiveness of transactions that receive hedge accounting treatment.

Periodically, the Company uses derivative financial instruments in the management of its foreign currency exchange and
interest rate exposures. As of December 31, 2004, there were foreign currency forward exchange contracts with national
amounts totaling approximately $30.8 million with varying amounts due through August 2007. Of the $30.8 million, $29.6
million represents forward contracts to sell Euros in the future for a specific number of U.S. dollars. Currently, the company
recognizes changes in fair values of the forward agreements through earnings. The fair value of the forward agreements was
an unrealized loss of approximately $0.6 million at December 31, 2004. As of December 27, 2003, there were foreign
currency forward exchange contracts with notional amounts totaling approximately $1.4 million with varying amounts due
through May 2004. The fair value of the forward agreements was an unrealized gain of approximately $0.1 million at
December 27, 2003.

Stock-Based Compensation. Stock-based compensation is accounted for using the intrinsic value method prescribed in
Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees”. No compensation expense is
recorded for stock options when granted, as option prices have historically been set at the market value of the underlying
stock at the date of grant.

SFAS 123 “Accounting for Stock-Based Compensation”, requires the measurement of the fair value of options to be
included in the statement of operations or disclosed in the notes to financial statements. The Company elected the disclosure-
only alternative under SFAS 123.

In determining compensation cost pursuant to SFAS 123, the fair value of each option grant is estimated on the date of
grant using the Black-Scholes option pricing model with the following weighted average assumptions used for grants during
2004, 2003 and 2002.

2004 2003 2002
Risk free interest rate ] 2.95% - 3.50% 3.25% 2.50%
Expected dividend yield None None None
Expected lives 1 -3.2 years 5 years 5 years
Expected volatility 46% 34% 65%
Option fair value at grant date , $1.89 -$3.49 $2.16 $§2.73

The decrease in the expected lives of the stock options from 2003 to 2004 was due to the vesting term of each
issuance of those stock options. The expected volatility decreased significantly from 2002 to 2003 due to a more stable
Company stock price in 2003.

Had compensation cost been determined consistent with SFAS 123, the Company’s pro forma net income (loss) would
have been as follows:

(in thousands, except per common share data) 2004 2003 2002
Net income (loss) available to common stockholders:
As reported S. (705) $19,784 S 51,877
Stock-based compensation expense included in net
income (loss) as reported 361 3 —
Additional stock-based compensation expense had the fair
value been applied to all awards (1,232) (642) {167)
Pro forma net income (loss) $ (1,576) $18,145 S 51,710
Basic income (loss) per common share :
As reported S (0.02) S 044 $ 1.8
Pro forma net income (loss) (0.03) 0.43 1.18
Diluted income (loss) per common share:
As reported S (0.02) S 043 S 114

Pro forma net income (loss) (0.03) 0.42 1.13
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In December 2004, the FASB issued FASB 123R (revised 2004) “Share-Based Payment.” FASB 123R is a revision of
FASB 123 “Accounting for Stock-Based Compensation”, and it supercedes APB Opinion No. 25 “Accounting for Stock Issued to
Employees.” FASB 123R provides guidance on transactions whereby companies exchange equity instruments for goods and
services. This new rule requires companies to expense the fair market value of stock options issued to employees. The
Company will be required to adopt FASB 123R in the third quarter of 2005, and it has chosen the “modified prospective”
transition method whereby no prior periods will be restated. The Company is in the process of evaluating its alternatives under
FASB 123R and determining the impact on the consolidated financial statements.

Foreign Currency. Assets and liabilities of the Company’s foreign operations are translated at year-end exchange rates, and
revenues and expenses are translated at average exchange rates prevailing during the period. Translation adjustments are
recorded as a separate component of stockholders’ equity and other comprehensive income on the accompanying con-
solidated financial statements. Gains and losses from foreign currency transactions are included in earnings. Such gains and
losses have not been significant in any period.

Use of Estimates. The preparation of financial statements in conformity with accounting principles generally accepted in the
United States requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the consolidated financial statements and the
reported amounts of revenues and expenses during the reporting period. The most significant estimates relate to projected
total costs of projects, including percentage of completion on contract accounting, warranty and contingency costs and
goodwill impairment analyses. Ultimate results could differ from those estimates.

3. GOODWILL

The balances by operating segment for the years ended December 28, 2002, December 27, 2003 and December 31, 2004
by operating segment are as follows {in thousands):

Heat Auxiliary
Recovery Power
Equipment Equipment Corporate Total
$25,230 $18,623 $1,147 $45,000

The Company reviews its goodwill for potential impairment on at least an annual basis.

4. INCOME TAXES

The following summarizes the income tax provision (benefit) for the fiscal years 2004, 2003 and 2002 (in thousands):

2004 2003 2002

Current;
Federal $(10,206) $(2,571) $ 23,002
State (1,797) 207 2,682
Foreign 749 3,026 4,148
Total current (11,254) 662 29,832
Deferred 10,803 11,464 3,335
Income tax provision (benefit) S (451 $12,126 $33,167

Income (loss) before the provision for income taxes for the tax years 2004, 2003 and 2002 was as follows (in
thousands):

2004 2003 2002
Domestic S (833 $23,478 $72,630
Foreign {353) 8,432 12,414

Total $ (1,186) $31,910 $ 85,044
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As of December 31, 2004 and December 27, 2003, respectively, the components of deferred income taxes consist of
the following (in thousands):

2004 2003
Assets:

Cost in excess of net assets of business acquired $562,135 $ 58,718
Inventories 4,497 9,637
Reserves and other accruals 4,856 6,840
Accrued compensation and benefits 1,115 633
State net operating loss carryforward 1,331 —
Foreign net operating loss 1,338 —
Other expenses not currently deductible (16) 211
Total assets 65,256 76,039

Liabilities:
Property and equipment (2,882) (3,630)
Net deferred tax assets 62,374 72,409
Valuation allowance (768) —
Net deferred tax assets after valuation allowance $61,606 S 72,409

A valuation allowance has been established for uncertainties in realizing the benefit of foreign net operating loss carryfor-
wards. During 2004, international subsidiaries sustained $3.8 million of net operating losses. A valuation allowance has been
recorded against $2.3 million of the loss carryforwards. Management believes it is more likely than not that a tax benefit will
not be realized from these losses. Changes in the estimates of future taxable income or in tax laws may alter this expectation.
The remaining foreign net operating loss carryforward of $1.6 million will expire in 2014. The Company also has state net
operating loss carryforwards of $35.2 million, which will begin expiring in the years 2008 through 2023,

The Company expects a federal net operating loss of approximately $37 million for the year ended December 31, 2004,
The loss will be fully utilized via carry back to the 2002 U.S. tax return. A tax benefit of approximately $13 million has been
recorded in other current assets.

A reconciliation of the federal statutory tax rate to the Company's effective tax rate is as follows:

. 2004 2003 2002
Statutory federal income tax rate (34.0%) 34.0% 35.0%
State income taxes, net of federal income tax benefits {2.5%) 3.5% 3.5%
Foreign taxes (2.4%) (1.9%) —
Miscellaneous permanent items and other 0.9% 2.4% 0.5%

Effective tax rate cost/(benefit) {38.0%) 38.0% 39.0%

The Company is currently reflecting a (38%) effective tax rate in the 2004 tax provision due to the lower marginal tax
rate at lower income levels. However, for purposes of determining the deferred tax assets, the Company used a 39% effective
income tax rate as we expect to have higher income levels when the deferred tax assets are realized.

The Company provides income taxes on the undistributed earnings of non-U.S. subsidiaries except to the extent that
such earnings are indefinitely reinvested outside the United States. As of December 31, 2004, none of the undistributed
earnings of international subsidiaries were considered to be reinvested indefinitely.

The Company's federal income tax returns for 2001 through 2003 are currently under examination by the Internal
Revenue Service. The Company currently believes the resolution of such audits will not have a material adverse effect on the
Company’s financial position, results of operations or cash flows. There are no other significant domestic or foreign tax audits
in process or pending.

The Company establishes accruals for certain tax contingencies for losses that are probable and the amounts are
reasonably estimable. The tax contingency accruals are adjusted due to changing circumstances, such as the progress of tax
audits, case law and emerging legislation. A number of years may elapse before a particular matter, for which the Company
has recorded a contingent liability, is audited and finally resolved. While it is often difficult to predict the final outcome or the
timing of the resolution of any particular tax matter, the Company believes its tax contingency accruals are adequate to
address known tax contingencies. Favorable resolution of such contingencies could be recognized as a reduction in our
effective tax rate in the year of resolution. Unfavorable settlement of any particular issue could increase the effective tax rate
and may require the use of cash in the year of resolution.

On October 22, 2004, President Bush signed the American Jobs Creation Act of 2004. The Act creates a temporary
incentive for U.S. corporations to repatriate accumulated income earned abroad by providing an 85% dividends received
deduction for certain dividends from controlled foreign corporations, replacement of the extraterritorial income exclusion (ETI)
with a domestic manufacturing deduction and various other tax incentives to generate American job growth. The deduction is
subject to a number of limitations and, as of today, uncertainty remains as to how to interpret numerous provisions of the Act.
As such, we will assess our position on repatriation of foreign earnings in 2005. Currently, we estimate the range of dividends

to be repatriated to be $0 to $5 million.
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5. RELATED-PARTY TRANSACTIONS

Certain of the Company's investors provide consultation services to the Company, for which the Company is charged manage-
ment fees. Total expenses under these arrangements were $1.0 million, $1.3 million and $1.3 million for 2004, 2003 and
2002, respectively. Under a management agreement with Harvest, we are contractually committed to make annual payments
to Harvest of certain fees for financial advisory and strategic planning services. Commencing August 2004, the annua! fee is
comprised of two components. First, the Company pays Harvest a fixed fee of $625,000. in addition, the Company will pay
Harvest an additional fee of between S0 and $625,000 depending on the amount of the Company's EBITDA as follows:

Additional
Fee
EBITDA equal to or less than $20 million S —
EBITDA greater than $20 million but equal to or less than $30 million 125,000
EBITDA greater than $30 million but equal to or less than $50 million 375,000
EBITDA greater than $50 million 625,000

The management agreement terminates on February 1, 2006, subject to automatic renewals of additional one-year
periods commencing on February 1, 2006, and continuing indefinitely thereafter, unless terminated for cause or by Harvest.
The management agreement will terminate in the event that the affiliates of Harvest sell more than 66.6% of the shares of the
Company's common stock they owned on May 23, 2001. The total management fee paid to Harvest for the 2004 “Harvest
Year” (beginning on February 1, 2004 and ending on January 31, 2005) is $937,500.

6. UNCOMPLETED CONTRACTS

The Heat Recovery Equipment segment enters into contracts that allow for periodic billings over the contract term. At any
point in time, each project under construction could have either costs and estimated earnings in excess of billings or billings in
excess of costs and estimated earnings. The Auxiliary Power Equipment segment typically bills customers only at the comple-
tion of contracts and no earnings are recognized by the Auxiliary Power Equipment segment until contract completion.

Costs, earnings and billings related to uncompleted contracts consist of the following:

December 31, December 27,

{in thousands) 2004 2003
Costs incurred on uncompleted contracts $614,066 S 811,140
Earnings recognized on uncompleted contracts 128,478 131,385
Total 742,544 942,525
Less - billings to date 734,390 955,112
Net S 8,154 S (12,587

The net amounts are included in the accompanying consolidated balance sheets under the following headings:

December 31, December 27,
(in thousands) 2004 2003
Costs and estimated earnings in excess of billings S 60,861 S 40,706
Billings in excess of costs and estimated earnings (52,707) (53,293)

Net S 8154 $ (12,587)
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7. LONG-TERM DEBT

The Company's long-term debt consisted of the following:

December 31, December 27,
{in thousands) 2004 2003
Term loan, $23,750 bearing interest at Eurodollar rate plus margin
{(4.43% at December 31, 2004 and 2.46% at December 27, 2003),
principal and interest payable quarterly, as defined through October 2009 $ 23,750 $ 24,938
Convertible senior subordinated notes at 4.25%,
interest payable semiannually as defined through November 2011 69,000 —_
Other 2,854 25
95,604 24,963
Less current maturities (16,854) (14)
Total long-term debt $ 78,750 S 24,949

Future maturities of long-term debt as of December 31, 2004 are as follows (in thousands):

2005 . $16,854
2006 5,000
2007 5,000
2008 5,000
2009 3,750
Thereafter 60,000

Total $ 95,604

During the first quarter of 2004, the Company entered into two loan agreements with banks in China. The agreements
allow for the Company to borrow a total of $4.8 million at a weighted average rate of 5.21%. The agreements expire April 1,
2005. As of December 31, 2004, approximately $2.8 million has been borrowed under the loan agreements with an interest
rate of 5.31%. The loans are collateralized by letters of credit issued under the Company's senior credit facility. Once these
loan agreements expire and the amounts are repaid, any borrowings necessary in China are expected to occur under the
senior credit facility.

Senior Credit Facility. On October 1, 2004, the Company replaced its amended and restated senior credit facility with a new
credit facility. The new credit facility provides for a term loan of $25.0 million and revolving credit facility of up to $75.0
million. The credit facility includes a $65.0 million sub-limit for the issuance of letters of credit. Up to $15.0 million of the
revolving credit facility may consist of foreign currency loans to the Company’s subsidiaries. The credit facility will be used for
working capital, issuance of letters of credit and other lawful corporate purposes.

At the closing of the new credit agreement, on October 1, 2004, the Company borrowed $25.0 million under the term
loan. The Company had no borrowings outstanding under the revolving credit facility at October 1, 2004. Approximately
$16.6 million of the proceeds from the term loan were used to pay in full the outstanding balance on the existing amended
and restated senior credit facility. While the existing amended and restated credit facility was terminated effective October 1,
2004, all letters of credit under that facility were outstanding as of October 1, 2004. A standby letter of credit in the amount
of approximately $32.7 million securing letters of credit issued under the existing amended and restated senior credit agree-
ment was issued under the new credit facility to Deutsche Bank Trust Company Americas. The standby letter of credit has
been and will continue to be reduced as letters of credit under the amended and restated senior credit facility expire or are
replaced by letters of credit under the new credit facility. As of December 31, 2004, the balance of the standby letter of
credit was approximately $7.4 million.

At the time of the termination of the amended and restated senior credit facility, $0.2 million of unamortized loan fees
were written off by the Company. In addition, the Company incurred approximately $1.9 million in new loan fees related to the
new credit facility, which were capitalized and subject to amortization over the life of the new credit facility.

At the Company's option, amounts borrowed under the new credit agreement will bear interest at either the Eurocurrency
rate or an alternate base rate, plus, in each case, an applicable margin. The applicable margin will range from 1.75% to 2.75%
in the case of a Eurocurrency rate [oan, and from 0% to 1.00% in the case of a base rate loan, in each case, based on a lever-
age ratio. At December 31, 2004, the $23.8 million of term debt bore interest at an average rate of 4.43%.

All amounts outstanding under the term loan will be due and payable on October 1, 2009. All amounts outstanding
under the revolving credit facility will be due and payable on October 1, 2008. On that date, the Company will have the option,
subject to certain conditions, to convert all or a portion of the revolving loans then outstanding to term loans due and payable
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on October 1, 2009. Borrowings under the revolving credit facility bear interest in the same manner as the senior credit facility
described above, and the Company pays an unused facility fee of 0.35%. As of December 31, 2004, there was no balance out-
standing under the revolver.

The new credit agreement includes customary affirmative and negative covenants, such as limitations on the creation of new
indebtedness and on certain liens, restrictions on certain transactions and payments and maintenance of a consolidated leverage
ratio, a consolidated fixed charge coverage ratio and a consolidated asset coverage ratio. A default under the credit agreement
may be triggered by events such as a failure to comply with financial covenants or other covenants under the credit agreement, a
failure to make payments when due under the credit agreement, a failure to make payments when due in respect of or a failure to
perform obligations relating to debt obligations in excess of $5.0 million, a change of control of the Company or certain insolvency
proceedings. A default under the credit agreement would permit the participating banks to restrict the Company's ability to further
access the credit facility for loans, require the immediate repayment of any outstanding loans with interest and require the cash
collateralization of outstanding letter of credit obligations.

The credit agreement prohibits the Company from paying cash dividends to its stockholders. The credit agreement is:

¢ guaranteed by all of the Company's domestic subsidiaries; and

¢ secured by a lien on all of the property and assets of the Company’s domestic subsidiaries, including, without limitation,

a pledge of all capital stock owned by the Company and its domestic subsidiaries, subject to a limitation of 65% of the
voting stock of any foreign subsidiary.

The Company is currently in compliance with all covenant requirements of the senior credit agreement.

The Company uses letters of credit in its normal course of business. Letters of credit totaling $40.8 million were issued and
outstanding as of December 31, 2004 under the revolving credit facility. While no amounts had been drawn upon these
letters of credit, the letters of credit outstanding reduces amounts available for borrowing under the revolver.

Senior Credit Facility - Amendment One. On November 23, 2004, the Company entered into an amendment (the First Amendment)
to the senior credit agreement.
Among other things, the First Amendment:
+ modifies the definition of the term “Permitted Acquisition” to include the acquisition of WISG;
» excludes borrowings under the Notes from the prohibition on the creation of additional indebtedness;
* amends various financial and operating covenants;
¢ requires the Company to repay certain outstanding loans under the senior credit agreement with the net proceeds from
the sale of the Notes if the acquisition of WISG is not completed prior to June 30, 2005; and
» requires the Company to escrow the net proceeds from issuance of the Notes. The net proceeds of approximately
$57.7 million are included in restricted cash as of December 31, 2004, and the Company expects to use this amount
to finance the WISG acquisition in April 2005.

Senior Credit Facility - Amendment Two. On March 14, 2005, the Company entered into an amendment {the Second Amendment)
to the senior credit agreement.
Among other things, the Second Amendment:
* waives our compliance with the “Consolidated Fixed Charge Coverage Ratio” included in the credit agreement solely for
the period ended March 31, 2005;
* amends our senior and total leverage ratios;
* increases our letter of credit sub-imit from $65 million to $75 million; and
* increases the applicable rate under any Eurocurrency rate loans, letters of credit, base rate loans and swing line loans
by 0.50 percent per annum during any period in which our Consolidated Leverage Ratio exceeds 4.00 to 1.00.

Convertible Senior Subordinated Notes. On November 23, 2004, the Company completed a private placement of $69.0 million
aggregate principal amount of its 4.25% convertible senior subordinated notes due 2011 (the Notes). The Company intends to use
the net proceeds of the offering, together with borrowings under its senior credit facility and cash on hand, to fund the

purchase of WISG as described in Note 14 to the consolidated financial statements.

The Notes were issued under a Securities Purchase Agreement (the Securities Purchase Agreement), among the Company
and various investors.The Securities Purchase Agreement and form of note provide, among other things, that the Notes will bear
interest at a rate of 4.25% per year, which interest is payable semi-annually beginning May 2005. During the occurrence of an
“Event of Default” under the Notes, the Notes will bear interest at a rate of 9.25% per year. The Notes are convertible into shares
of the Company common stock at an initial conversion price of $10.61 per share of common stock, which is equal to approxi-
mately 122% of the volume weighted average price of the Company's common stock on November 22, 2004. The conversion
price is subject to certain anti-dilutive provisions, as defined in the agreement.
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The Notes will be subordinate in right of payment to the Company's existing and future “Senior Indebtedness,” including
all secured indebtedness of the Company under its credit facility and certain “indebtedness” permitted under its credit facility,
pari passu with certain other Indebtedness permitted under its credit facility and senior in right of payment to any of the
Company's other indebtedness. The Company's obligations under the Securities Purchase Agreement, Notes and other trans-
action documents are guaranteed by all of the Company’s domestic subsidiaries which are borrowers under or guarantors of
its senior credit facility. Upon the occurrence of an “Event of Default” under the Notes, the holders of the Notes may require
the Company to redeem all or any portion of the Notes. The term “Event of Default” includes, among other things (i) any failure
by the Company to pay principal and interest when and as due under the Notes and, in the case of interest, the continuation of
such failure for a period of five days and (ii} any payment default or non-payment default on other indebtedness with an unpaid
principal amount in excess of $5 million, provided such non-payment default continues for a peried of at least 30 consecutive
days after the earlier to occur of any executive officer of the Company becoming aware of such default and the receipt of writ-
ten notice from the holder of such default. As long as the Notes are outstanding, the Company and its subsidiaries will not be
permitted to incur any indebtedness other than “Permitted Indebtedness,” which includes “Senior Bank Indebtedness” not
exceeding the greater of (i) the sum of $100 million plus “Available Cash” or {ii) three times consolidated EBITDA of the
Company for the four prior calendar quarters, and “Indebtedness” permitted under the credit facility. A “Triggering Event” will
be deemed to occur if the Company incurs any indebtedness in addition to “Permitted Indebtedness,” and at the time of such
incurrence, the Company’s trailing 12 months “Consolidated EBITDA” does not equal or exceed $30.0 million or, as a result of
the incurrence, the Company’s “Consolidated Leverage Ratio” exceeds 4.75 to 1.0. Within 30 days of the occurrence of a
Triggering Event, the Company will be required to offer to redeem all or any portion of the Notes then outstanding at a
redemption price equal to the principal balance of the Notes plus all accrued and unpaid interest. If at any time prior to the
incurrence of a Triggering Event, the weighted average price of the Company’s common stock equals or exceeds 150% of
the conversion price then in effect for a period of 15 out of 30 consecutive trading days, the restrictions on “Permitted
Indebtedness” will be removed.

The Company may redeem all or any portion of the Notes, at its option, at any time on or after November 23, 2007 if
the weighted average price of the Company’s common stock exceeds 165% of the conversion price then in effect for a period
of 20 out of 30 consecutive trading days. At any time beginning on May 23, 2005 and continuing until August 2, 2005, the
Investors may, at their option, require the Company to redeem up to $9.0 million of the Notes at par plus accrued but unpaid
interest. Beginning on November 23, 2009, the Investors may, at their option, require the Company to redeem all or any
portion of the Notes. In such event, the Company may elect, at its option and subject to certain conditions, to pay up to 50%
of the redemption price in shares of the Company common stock valued at 94% of the weighted average price of the
Common Stock for the 20-day trading period immediately preceding the redemption date. The redemption price is at par.

The Company escrowed $9.0 million of the proceeds from the sale of the Notes to meet its obligation to redeem up to
$9.0 million of the Notes at the option of the Investors. If on or prior to April 30, 2005, the contemplated acquisition of WISG
has not been consummated, the Company will be required to escrow an additional $7.65 million of the proceeds from the sale
of the Notes for the benefit of the Investors until the WISG acquisition is consummated. The terms of the Notes agreement
require the Company to keep a cash balance of at least $7.65 million until April 30, 2005. Both the $9.0 and $7.65 million
are reflected as restricted cash on the balance sheet at December 31, 2004.

The Investors have a right of redemption at a premium to principal and unpaid interest upon the occurrence of an event
of default under the Notes or a change of control of the Company. The redemption price in respect of an event of default will
be equal to the greater of (i) the 110% of the amount to be redeemed plus accrued and unpaid interest and (i) the product of
the conversion rate in effect at such time with respect to the amount to be redeemed and the closing sale price of the
Company’'s common stock on the date immediately preceding such event of default. The redemption premium in respect of a
change in control will range from a minimum of 10% to a maximum equal to the product of 120% of the amount to be
redeemed and the quotient determined by dividing the closing sale price of the common stock immediately following the public
announcement of such proposed change of control by the conversion price of the Notes. In addition, the terms of the Notes
provide certain anti-dilution protection for the Investors. Finally, the convertible notes agreement stipulates that an event of
default under the senior credit facility would result in a default under the convertible notes agreement.
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8. STOCKHOLDERS' EQUITY

Preferred Stock / Preferred Units. Prior to the Company’s iPO, the Company had authorized and issued 1,008,968 preferred units
with a S100 par value, The preferred units were not convertible and had no voting rights. Preferred unit members were entitled to
an eight percent annual preferred dividend computed on the members’ aggregate preferred equity balance. Preferred units had
liquidation preference to the common units in the event of a liquidation of the Company and had priority on all equity distributions.
The Board of Directors could, at its sole option, redeem all or any part of the preferred units at a price equal to their aggregate
preferred capital contribution plus accrued but not yet paid preferred dividends. Upon completion of the IPO these preferred units
were converted to 5,044,839 shares of common stock. The Company's new capital stock includes 5,000,000 authorized shares
of preferred stock, $0.01 par value per share, of which no shares are outstanding.
The board of directors, without stockholder approval, can issue preferred stock with voting and conversion rights.

Common Stock / Common Units. Prior to the Company's IPO, the Company had authorized and issued 1,122,280 current
common units with a $10 par value. Common units were entitled to one vote. Prior to the Recapitalization, the Company had
authorized 52,106,800, 6,513,350 and 2,709,554 of Class A, B and Junior Units, respectively. Prior Class A and Junior units
had one vote per unit. Class B units were nonvoting. All previously outstanding prior common units were converted to common
stock as part of the IPO.

Upon completion of the IPO these common units were converted to 31,558,501 shares of common stock. The Company's
new capital stock includes 100,000,000 authorized shares of common stock, $S0.01 par value per share, of which 46,770,314
are outstanding at December 31, 2004.

Stock Incentive Plans. In conjunction with the IPO all common unit option amounts previously granted under the 2000 Plan have
been restated to give effect to the conversion of common units to common shares using the 28.1 to 1.0 ratio.

in May 2004, the Company adopted the 2004 Stock incentive Plan (the 2004 Plan). Under the provisions of the 2004 Plan,
the Company may issue up to 1,500,000 options to purchase stock, restricted stock awards or performance shares. Options to
purchase common stock are based on an exercise price equal to the fair value on the date of grant. Vesting provisions are at the
discretion of the board of directors along with the period of time during which options may be exercised, but in no event may it
be more than 10 years from the grant date of an option. Restricted shares of stock are issued under the 2004 Plan based on the
relevant “award agreement” given to the employee. Performance shares are shares of stock issued based on meeting targets of
objective performance established by the board of directors. As of December 31, 2004, 760,000 stock options and 10,000
shares of restricted stock have been issued under the 2004 Plan. The 10,000 restricted shares vest one-third each year for
three years. The related deferred compensation is presented in the equity section of the consolidated balance sheet as of
December 31, 2004,

In April 2001, the Company adopted the 2001 Option Plan {the 2001 Plan). The 2001 Plan provides options to purchase
up to 1,500,000 shares of common stock at an exercise price equal to fair value on the date of grant. Vesting provisions are at
the discretion of the board of directors along with the period of time during which options may be exercised, but in no event may
it be more than 10 years from the grant date of an option. As of December 31, 2004, 1,500,000 options have been granted
under the 2001 Plan with 1,210,000 options outstanding at the end of 2004,

In August 2000, the Company adopted the 2000 Option Plan (the 2000 Plan). The 2000 Pian provided for granting of up to
3,440,257 options to purchase common units of the Company. Initially, forty percent of the common units available for grant
under the 2000 Plan were to vest over four years and sixty percent of the common units available for grant under the 2000 Plan
were to vest over the earlier of nine years or when certain performance vesting criteria are met. In conjunction with our IPO all
options under this plan became immediately one hundred percent vested. Options granted under this plan subsequent to the IPO
were also fully vested. However, none of the shares acquired upon exercise of the options under this plan were aliowed to be
sold until May, 2003. As of December 31, 2004, 3,433,804 options have been granted and 6,453 options are available to be
granted. Total options exercised under the 2000 Plan totaled 2,622,729 as of the end of 2004,

As part of the Recapitalization, all options outstanding under a previous option plan (whether or not exercisable or vested)
were cancelled and holders of the cancelled options were paid an amount equal to the opticns’ fair value, resuiting in a recapital
ization charge of $38.1 million.
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Information with respect to the Company’s stock option plans is summarized as follows:

Number of Comman Shares

Options Weighted Average
Qutstanding_ Exercise price
Outstanding at December 29, 2001 3,433,804 S 27
Granted 750,000 4.87
Forfeited (4,000) 14.47
Exercised (23,339) 0.36
Outstanding at December 28, 2002 4,156,465 3.10
Granted 739,000 6.10
Forfeited (40,500) 6.65
Exercised (1,231,251) 0.36
Cutstanding at December 27, 2003 3,623,714 4.60
Granted 780,000 9.69
Forfeited (173,200) 13.21
Exercised (1,552,384) 1.13
Qutstanding at December 31, 2004 2,678,130 S 4.77
Exercisable at December 28, 2002 3,406,465 $ 273
Exercisable at December 27, 2003 2,242 214 S 4.03
Exercisable at December 31, 2004 918,530 S 7.68
Stock option grant prices

$0.36 5487 $6.10 $6.86 $9.76 $14.47

Options outstanding:
Number outstanding 298,630 526,000 664,000 20,000 760,000 409,500

Weighted average remaining contractual

life {years) 5.60 7.96 8.96 9.42 9.97 6.83

Options exercisable:
Number exercisable 298,630 210,400 — — — 409,500

9. COMMITMENTS AND CONTINGENCIES

Employment Agreements. The Company enters into employment agreements with terms of two to three years with certain
members of management with automatic one-year renewal periods at expiration dates. The agreements provide for, among

other things, compensation, benefits and severance payments.

Litigation. The Company is involved in legal actions which arise in the ordinary course of its business. Although the outcomes
of any such legal actions cannot be predicted, in the opinion of management, the resolution of any currently pending or threat-
ened actions will not have a material adverse effect upon the consolidated financial position or results of operations of the

Company.

Warranty. Estimated costs related to product warranty are accrued as revenue is recognized and included in cost of sales.
Estimated costs are based upon past warranty claims and sales history. Warranty terms vary by contract but generally provide
for a term of three years or less. We manage our exposure to warranty claims by having our field service and quality assurance
personnel regularly monitor our projects and maintain ongoing and regular communications with the customer.
A reconciliation of the changes to our warranty accrual for 2004 and 2003 is as follows (dollars in thousands):

2004 2003
Balance at beginning of period $15,004 $ 19,460
Changes to previous estimates (1,831) (2,559)
Accruals during the period 3,377 9,614
Settlements made (in cash or in kind) during the period (6,792) (11,511)
Ending balance $ 9,758 $ 15,004

60




Leases. The Company leases machinery, transportation equipment and office, warehouse and manufacturing facilities, which are
noncancellable and expire at various dates. Total rental expense for all operating leases for 2004, 2003 and 2002 was $2.7
million, $2.5 million and $2.9 million, respectively.

Future minimum annual lease payments under these noncancellable operating leases at December 31, 2004 are as follows
(in thousands):

2005 $ 2,149
2006 1,710
2007 1,638
2008 1,429
2009 1,289
Thereafter 827

Total S 9,042

None of the leases include contingent rental provisions.

Employee Benefit Plans. Deltak maintains a profit-sharing plan for employees. Deltak’s expense for this plan totaled $0.3 million,
$0.4 million and $0.8 million for 2004, 2003 and 2002, respectively. in addition to the Deltak profit-sharing plan, GPEG maintains
a 401(k) plan covering substantially all of Deltak, Braden and Corporate’s employees. Expense for the GPEG 401(k) plan for
2004, 2003 and 2002 was $0.9 million, $0.9 million and $1.0 million, respectively.

Braden participates in a defined benefit multi-employer union pension fund covering all union employees. As required by
labor contracts, Braden made contributions totaling SO.1 million, $0.2 milion and $0.3 million for 2004, 2003 and 2002,
respectively. These contributions are determined in accordance with the provisions of negotiated (abor contracts and generally
are based on the number of hours worked. Braden may be liable for its share of unfunded vested benefits, if any, related to the
union pension fund. Information from the union pension fund's administrators indicates there are no unfunded vested benefits.

Purchase Agreement. As discussed in Note 14, the Company entered into a Purchase Agreement to acquire WISG. The acquisi-
tion is expected to close in April 2005.

10. SUPPLEMENTAL CASH FLOW INFORMATION

Changes in current operating items were as follows (in thousands);

2004 2003 2002
Accounts receivable S 7,723 $23,262 $40,338
Inventories (64) 1,390 1,570
Costs and estimated earnings in excess of billings (20,155) 21,583 69,066
Accounts payable 4,812 (6,399) (26,232)
Accrued expenses and other {13,918) 749 (3,704)
Billings in excess of costs and estimated earnings (3,509) {53,949) (38,280)
$(25,111) $(13,364) 542,758
Suppiemental cash flow disclosures are as follows (in thousands):
2004 2003 2002
Cash paid {received) during the period for:
Interest S 577 S 1,671 S 3,867
Income taxes (6,188) 3,751 29,415
Non-cash transactions:
Settlement of customer accounts receivable against estimated costs — 12,600 —
Settlement of customer accounts receivable against amounts owed to customer
included in accounts payable 4,400 —

Tax benefit of stock options exercised 5,392 2,392 —
Asset held for sale reclassified to other assets 1,209 — —
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11. SEGMENT INFORMATION

The “management approach” called for by SFAS 131, “Disclosures about Segments of an Enterprise and Related Information”
has been used by the Company management to present the segment information which follows. The Company considered the
way its management team organizes its operations for making operating decisions and assessing performance and considered
which components of its enterprise have discrete financial information available. Management makes decisions using a product
group focus and its analysis resulted in two operating segments, Heat Recovery Equipment and Auxiliary Power Equipment.
The Company evaluates performance based on net income or loss not including certain items as noted below.

Accounting policies used by the segments are the same as those described in Note 2. Intersegment revenues and trans-
actions were not significant. Corporate assets consist primarily of cash.and deferred tax assets. Capital expenditures do not
include amounts arising from the acquisition of businesses. Expenses associated with the loss on debt extinguishment have
not been allocated. Interest income has not been allocated as cash management activities are handled at a corporate level. In
the first quarter of 2004, the Company changed the basis by which it allocates corporate general and administrative
expenses to the operating segments. This new method of allocating corporate expenses better reflects the use of corporate
resources by the operating segments. Prior year amounts were reclassified to conform to the 2004 presentation.

The following table presents information about segment income and assets:

Heat Auxiliary
Recovery Pawer

{in thousands) Equipment Equipment
2004

Revenues $117,316 $116,376
Interest expense 780 1,140
Depreciation 1,551 1,981
Income tax provision (benefit) 2,034 (2,247)
Segment income (loss) 3,347 (3,662)
Assets 108,108 104,976
Capital expenditures 979 963
2003

Revenues $119,893 $143,885
Interest expense 812 1,260
Depreciation 1,334 2,175
Income tax provision 1,416 11,027
Segment income 2,238 18,067
Assets 77,027 97,545
Capital expenditures 75 226
2002

Revenues $308,628 $§278,177
Interest expense 1,784 2,624
Depreciation 1,428 2,218
Income tax provision 11,505 22,124
Segment income 17,994 34,605
Assets 139,637 106,763
Capital expenditures 569 2,281
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The following tables present information which reconciles segment information to consolidated totals:

{in thousands) 2004 2003 2002
Income from Continuing Operations

Total segment income (loss) S {315 $ 20,305 $ 52,599
Unallocated interest income 639 560 198
Qther (1,029) (1,081) (920)
Consolidated net income (loss) S (705) S 19,784 $ 51,877

December 31,

December 27,

(in thousands) 2004 2003
Assets
Total segment assets $ 213,084 $174,572
Corporate cash and cash equivalents 17,238 42172
Restricted cash 74,357 —
Other unallocated amounts, principally deferred tax assets 62,215 64,252
Consolidated assets $ 366,894 $280,996
2004
Segment Consolidated
(in thousands) Totals Adjustments Totals
Other Significant ltems
Interest expense S 1,920 S — S 1,920
interest income — 639 639
Expenditures for assets 1,942 — 1,942
Depreciation 3,532 51 3,583
2003
Segment Consolidated
(in thousands) Totals Adjustments Totals
Other Significant ltems
Interest expense S 2,072 S — S 2,072
Interest income 8 560 568
Expenditures for assets 301 110 411
Depreciation 3,509 54 3,563
2002
Segment Consolidated
{in thousands) Totals Adjustments Totals
Other Significant Iltems
Interest expense $ 4408 S — S 4408
Interest income — 198 198
Expenditures for assets 2,850 19 2,869
Depreciation 3,646 36 3,682
Fixed Assets by Regions. The following table represents assets by geographic region:
{in thousands) 2004 2003
North America $ 31,752 $ 33,722
Asia 1,122 790
Europe 7,026 3
Total S 39,900 $ 34,515
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Product Revenues. The following table represents revenues by product group:

{in thousands) 2004 2003 2002
Heat Recovery Equipment Segment:
HRSGs S 74,103 S 86,667 $231,019
Specialty boilers 35,651 33,226 77,609
Industrial boilers 7,562 — —
- §117,316 $119,893 $308,628
Auxiliary Power Equipment Segment: :
Exhaust systems S 39,412 $ 48,463 $ 67,375
Inlet systems 42,997 58,897 134,153
Other ‘ 33,967 36,525 76,649
$ 116,376 $143,885 $278,177
Total $ 233,692 $263,778 $586,805
Geographic Revenues. The following table presents revenues by geographic region:
(in thousands} 2004 2003 2002
North America $ 93,548 $180,766 $483,541
Asia 66,585 17,650 30,775
Middle East 39,766 14,439 5,744
Europe 24,282 38,988 48,481
South America 748 1,400 5,963
QOther 8,763 10,535 12,301
Total $233,692 $263,778 $586,805

Management attributed sales to geographic location based on the customer-determined destination of the delivered

product.

12. SUMMARY OF QUARTERLY INFORMATION (unaudited)

{in thousands except per common share data) First Second Third Fourth
2004
Revenues $ 55,126 $ 57,021 S 59,720 S 61,825
Gross profit 11,813 9,129 9,099 9,216
Operating income (loss) 1,552 588 330 (2,375)
Income tax provision (benefit) 514 181 55 {1,201)
Net income (loss) 838 296 90 (1,929)
Income (loss) per share:

Basic 0.02 0.01 0.00 {0.05)

Diluted 0.02 0.01 0.00 (0.05)
2003
Revenues S 77,026 S 64,002 $ 57,301 S 65,449
Gross profit 21,218 16,950 13,847 19,482
Operating income 11,754 8,295 5,269 8,096
Income tax provision 4,390 3,081 1,928 2,727
Net income 6,866 4,820 3,015 5,083
Income (loss) per share:

Basic 0.16 0.11 0.07 0.10

Diluted 0.15 0.11 0.07 0.10
2002
Revenues $203,527 $162,916 $112,673 $107,689
Gross profit 36,728 35,890 28,498 30,350
Operating income 26,273 25,069 17,360 20,552
Income tax provision 9,746 9,346 6,322 7,753
Net income 15,244 14,618 9,889 12,126
Income (loss) per share:

Basic 0.35 0.33 0.22 0.28

Diluted 0.33 0.32 0.22 0.27
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13. EMPLOYMENT AND OPERATIONAL RESTRUCTURING

in October 2003, we announced a management restructuring plan pursuant to which certain employees were offered either one-
time termination or retirement benefits. Certain employees that were offered the retirement incentive packages entered into con-
sulting agreements with us subsequent to their retirement. The expense related to the consulting agreements will be recognized
as the services are provided over the term of the agreements. In addition, retiring employees were offered the right to amend
their stock option agreements to extend the date such options remain exercisable from 90 days after termination of employment
to one year after termination of employment. In some cases, this plan also provided for the acceleration of vesting for certain
unvested stock options. Under APB Opinion No. 25, “Accounting for Stock Issued to Employees,” we expensed the fair value of
the options at the new measurement date. We recorded charges of approximately $3.2 million and $3.9 million during 2004 and
2003, respectively, related to the management restructuring plan.

Under the 2003 management restructuring plan, a retirement benefits agreement was entered into with our Chief Executive
Officer, Larry Edwards, pursuant to which he determines his own future retirement date. Subsequent to year end, Mr. Edwards
announced his retirement effective June 30, 2005, On June 30, 2005, Mr. Edwards will receive a payment of approximately $1.9
million, which has been accrued in other current liabilities as of December 31, 2004.

The Company expects to incur approximately $2.5 million of management restructuring charges in the future, including
an estimate of $2.2 million for the expected consulting fees and variable stock option expense related to the CEQ's retirement
benefits agreement.

In the second quarter of 2004, the Company merged the operations of Consolidated Fabricators, Inc. (CFl) with Braden
Manufacturing, L.L.C.{Braden). The plan of merger included the closing of CFI's manufacturing facilities in Toluca, Mexico and
Clinton, South Carolina. The Toluca plant is a leased facility while the Company owns the Clinton plant. In addition, the merger plan
called for Braden to assume many of CFI's administrative and management responsibilities.

Through December 31, 2004, the Company has incurred approximately $1.6 million of restructuring costs in connection
with this merger. The $1.6 million is comprised of severance payments, early lease termination penalties, write down a building to
its fair market value less selling costs, loss on disposal of fixed assets, moving expenses and plant clean up costs.

A reconciliation of the liability (included in other current liabilities) for the restructuring costs from December 27, 2003 to
December 31, 2004 is as follows {in thousands):

Balance, December 27, 2003 s 797
Payments to employees (797)
Balance, December 31, 2004 S —

Approximately $1.7 million and $3.1 million of 2004 restructuring costs were allocated to the Heat Recovery Equipment
and Auxiliary Power Equipment segments, respectively. Approximately $1.1 million and $2.8 million of the fiscal year 2003
restructuring costs were allocated to the Heat Recovery Equipment and Auxiliary Power Equipment segments, respectively.

14. ACQUISITION OF BUSINESSES

On July 30, 2004, the Company purchased a S0 percent interest in Nanjing Boiler Works (NBW) from Nanjing Machinery &
Electronics for approximately $10.9 million (including direct transaction costs of $0.6 million) in cash. in connection with acquisi-
tion, the Company acquired $2.2 million of cash. Beginning in January 2006, the Company has the option to purchase the remain-
ing 10 percent of NBW.

NBW designs and manufactures industrial and package boilers used by domestic customers in China for various applica-
tions where steam is required. NBW has begun to manufacture heat recovery steam generating units for combined-cycle gas
turbine power plants, as well as specialty boiler systems for worldwide customers of Deltak LLC based on Deltak’s design and
engineering specifications. NBW is located in Jiangsu province in eastern China. As of the closing date, the Company changed
NBW’s name to Deltak Power Equipment (China) Co., Ltd.

Deltak Power Equipment (China) Co., Ltd.’s results of operations from the acquisition date through December 31, 2004
have been included in the accompanying consolidated statement of operations for the year ended December 31, 2004, Deltak
Power Equipment (China) Co., Ltd.'s results of operations were not significant to the condensed consolidated statement of
operations. Proforma information has not been presented due to the size of the acquisition.

65



The following table summarizes the fair values of the assets acquired and liabilities assumed at the date of acquisition
{in thousands):

At July 30, 2004

Current assets, including cash acquired of $2.2 million $13,356
Property, plant and equipment, net 6,108
QOther assets 6,457
Total assets acquired 25,921
Current liabilities 8,007
Other long-term liabilities 4,371
Minority interest 1,659
Total liabilities assumed 15,037
Net assets acquired $10,884

The Company’ allocation of the purchase price to the net assets acquired did not result in reportable goodwill,

Net assets acquired include an intangible asset valued at approximately $4.7 million. The intangible asset represents
land use rights that were granted to Deltak Power Equipment (China) Co., Ltd. by the Chinese government. The land use rights
allow Deltak Power Equipment {China) Co., Ltd. o utilize the land where the manufacturing plant is located for a period of 50
years, beginning October 2002. The Company is amortizing the intangible asset over 48.2 years, which represents its remain-
ing useful life as of July 30, 2004. From July 30, 2004 to December 31, 2004, the Company has recorded approximately
$41,000 of amortization expense related to the intangible asset. The Company plans to record approximately $98,000 of
amortization expense in each of the next five years, as well as the remaining years in the useful life of the intangible asset. The
Company expects the land use rights will have no residual value at the end of the 48.2-year period as the rights granted by the
Chinese government will have expired. The intangible asset is included in other assets on the December 31, 2004
consolidated balance sheet.

On November 23, 2004, the Company entered into a Purchase Agreement (the WISG Purchase Agreement) with Williams
Group International LLC, a Georgia limited hability company {Seller), to purchase all of the outstanding limited liability company
interests of Williams Specialty Services, LLC (Specialty Services), Williams Plant Services, LLC (Plant Services) and Williams
Industrial Services, LLC {Industrial Services), all Georgia limited liability companies. Specialty Services, Plant Services and
Industrial Services are collectively referred to as Williams Industrial Services Group, or “WISG.”

The purchase price will consist of an “Equity Purchase Price” payable at closing and a “Deferred Purchase Price.” The
Equity Purchase Price is $65.0 million, subject to certain customary adjustments. Of the total Equity Purchase Price, $59.5
million will be paid in cash to Seller at closing, $5.0 million will be deposited by the Company with an escrow agent as an
“Indemnity Escrow Amount” and held and released pursuant to the terms and provisions of the WISG Purchase Agreement and
an escrow agreement to be entered into at closing, and an additional $0.5 million will be placed into escrow and released upon
a final determination of the Equity Purchase Price. Payment of the Deferred Purchase Price is contingent on the attainment by
WISG of certain gross profit targets for 2005. The Deferred Purchase Price payable to Seller will range from zero to $0.9
million and will be payable by the Company in cash in 2006.

The WISG Purchase Agreement contains customary representations and warranties and indemnification provisions which
terminate at varying times unless the indemnified party has, before the expiration of the right to indemnification, asserted a
claim for indemnification to the indemnifying party.

The WISG Purchase Agreement is subject to customary closing conditions. The Company currently expects to close the
acquisition in April of 2005, ‘

The Company intends to use the proceeds from the issuance of the convertible senior subordinated notes, borrowings
under its senior credit facility and cash on hand to finance the purchase of WISG.
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[TEM 9. CHANGES IN AND DISAGREEMENTS ON ACCOUNTING AND FINANCIAL DISCLOSURE

None

ITEM 9A. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures. We maintain disclosure controls and procedures that are designed to ensure
that information required to be disclosed in our Securities Exchange Act reports is recorded, processed, summarized and
reported within the time periods specified in the SEC’s rules and forms, and that such information is accumulated and communi-
cated to our management, including our Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely deci-
sions regarding required disclosure based on the definition of “disclosure controls and procedures” in Rule 13a-15(¢). In designing
and evaluating the disclosure controls and procedures, management recognized that disclosure controls and procedures, no
matter how well designed and operated, can provide only reasonable assurance of achieving the desired control objectives, and
management necessarily was required to apply its judgment in evaluating the cost-benefit relationship of possible disclosure
controls and procedures. We carried out an evaluation, under the supervision and with the participation of our management,
including our Chief Executive Officer and our Chief Financial Officer, of the effectiveness of the design and operation of our
disclosure controls and procedures as of December 31, 2004. Based on the foregoing, our Chief Executive Officer and Chief
Financial Officer concluded that our disclosure controls and procedures were effective at the reasonable assurance level at
December 31, 2004. .

Management's Report on Internai Control Over Financial Reporting is located in ltem 8 “Financial Statements and
Supplementary Data” in our annual report on Form 10K.

Changes in Internal Controls Over Financial Reporting. There have been no changes in our internal contral over financial reporting
during the fourth quarter that have materially affected, or are reasonably likely to materially affect, our internal control over
financial reporting.

ITEM 9B. OTHER INFORMATION

Credit Agreement Amendment. On March 14, 2005, we entered into an amendment (the “Second Amendment”) to the Credit
Agreement, dated as of October 1, 2004, by and among us, certain of our subsidiaries, the lenders from time to time party
thereto (the “Lenders”), and Bank of America, N.A. (“Bank of America”), as Administrative Agent, Swing Line Lender and
L/C Issuer.
Among other things, the Second Amendment:
* waives our compliance with the “Consolidated Fixed Charge Coverage Ratio” included in the credit agreement solely for
the period ended March 31, 2005;
* provides that for the period beginning with the closing of the Credit Agreement and ending December 31, 2005, our
“Consolidated Senior Leverage Ratic” may be up to 3.00 to 1.00 for no more than two consecutive fiscal quarters;
* provides that for the period beginning with the closing of the Credit Agreement and ending December 31, 2005, our
“Consolidated Leverage Ratio” may be up to 5.75 to 1.00 for no more than two consecutive fiscal quarters;
* increases our letter of credit sub-imit from $65 million to $75 million; and
» increases the applicable rate under any Eurocurrency rate loans, letters of credit, base rate loans and swing line loans
by 0.50 percent per annum during any period in which our Consolidated Leverage Ratio exceeds 4.00 to 1.00.
Other than in respect of the credit agreement and Second Amendment, there are no material relationships between us, our
subsidiaries, the Lenders and their respective affiliates, except that:
¢ an affiliate of Bank of America acted as exclusive placement agent in connection with the private placement of the
convertibie notes and financial advisor to us with respect to the acquisition of WISG; and
¢ some of the Lenders, including Bank of America, and their affiliates have engaged and may engage in commercial and
investment banking transactions with us in the ordinary course of business, and also provide or have provided advisory
and financial services to us.
The Lenders and their affiliates will receive customary fees and commissions for these transactions.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Shareholders and Board of Directors of Global Power Equipment Group Inc.:

We have completed an integrated audit of Global Power Equipment Group Inc.’s 2004 consolidated financial state-
ments and of its internal control aver financial reporting as of December 31, 2004 and audits of its December 27, 2003 and
December 28, 2002 consolidated financial statements in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Our opinions, based on our audits, are presented below.

Consolidated financial statements. In our opinion, the consolidated financial statements listed in the accompanying index,
present fairly, in all material respects, the financial position of Global Power Equipment Group Inc. and subsidiaries at
December 31, 2004 and December 27, 2003, and the results of their operations and their cash flows for each of the three
years in the period ended December 31, 2004 in conformity with accounting principles generally accepted in the United States
of America. These financial statements are the responsibility of the Company’s management. Our responsibility is to express
an opinion on these financial statements based on our audits. We conducted our audits of these statements in accordance with
the standards of the Public Company Accounting Oversight Board (United States). Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.

An audit of financial statements includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and significant estimates made by management, and evaluating
the overall financial statement presentation. We helieve that our audits provide a reasonable basis for our opinion.

Internal control over financial reporting. Also, in our opinion, management's assessment, included in Management's Report on
internal Control Over Financial Reporting appearing under ltem 8 that the Company maintained effective internal control over
financial reporting as of December 31, 2004 based on criteria established in Internal Control — Integrated Framework issued
by the Committee of Sponsoring Organizations of the Treadway Commission (COSO) is fairly stated, in all material respects,
based on those criteria. Furthermore, in our opinion, the Company maintained, in all material respects, effective internal control
over financial reporting as of December 31, 2004, based on criteria established in Internal Control - Integrated Framework
issued by the COSO. The Company's management is responsible for maintaining effective internal control over financial report-
ing and for its assessment of the effectiveness of internal control over financial reporting. Our responsibility is to express opin-
ions on management’s assessment and on the effectiveness of the Company's internal controt over financial reporting based
on our audit. We conducted our audit of internal control over financial reporting in accordance with the standards of the Public
Company Accounting Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether effective internal control over financial reporting was maintained in all material respects.
An audit of internal control over financial reporting includes obtaining an understanding of internal control over financial report-
ing, evaluating management's assessment, testing and evaluating the design and operating effectiveness of internal control,
and performing such other procedures as we consider necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinions.

A company's internal control over financial reporting is a process designed to provide reasonable assurance regard-
ing the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles. A company’s internal control over financial reporting includes those policies and pro-
cedures that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions
and dispositions of the assets of the company; (ii) provide reasonable assurance that transactions are recorded as necessary
to permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts
and expenditures of the company are being made only in accordance with authorizations of management and directors of the
company; and {iii) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company's assets that could have a material effect on the financial statements.
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Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inade-
quate because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

As described in Management's Report on Internal Control Over Financial Reporting, management has excluded Deltak
Power Equipment {China) Co., Ltd. from its assessment of internal control over financial reporting as of December 31, 2004
which was acquired by the Company in a purchase business combination during 2004. We have also excluded Deltak Power
Equipment (China) Co., Ltd. from our audit of internal control over financial reporting. Deltak Power Equipment (China) Co., Ltd.
is a 90% owned subsidiary whose total assets and total revenues represent 6.8% and 3.2%, respectively, of the related consol-
idated financial statement amounts as of and for the year ended December 31, 2004,

/s/ PricewaterhouseCoopers LLP
PricewaterhouseCoopers LLP

Minneapolis, Minnesota
March 11, 2005
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CERTIFICATIONS

The certifications of the Chief Executive Officer and the Chief Financial Officer of the Company required by Section
302 of the Sarbanes-Oxley Act of 2002 have been filed as exhibits 31.1 and 31.2, respectively, to the Company’s Form 10-K
for the fiscal year ended December 31, 2004,

The Annual CEQ Certification regarding the New York Stock Exchange’s corporate governance listing standards

required by Section 303A. 12(a) of the New York Stock Exchange Listed Company Manual was provided to the New York Stock
Exchange in June, 2004,
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